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CLEAN  WATER  FUNDING 


THURSDAY,  FEBRUARY  18,  1993 

House  of  Representatives,  Subcommittee  on  Environ- 
ment AND  Natural  Resources,  Committee  on  Mer- 
chant Marine  and  Fisheries, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10:10  a.m.,  in  room 
1334,  Longworth  House  Office  Building,  Hon.  Gerry  Studds  [chair- 
man of  the  subcommittee]  presiding. 

Present:  Representatives  Studds,  Pallone,  Unsoeld,  Reed,  Furse, 
Hamburg,  Lambert,  Saxton,  Ravenel,  Gilchrest,  Cunningham, 
Castle. 

Staff  Present:  Leslie  Grey,  Will  Stelle,  Dan  Ashe,  Barbara 
Jeanne  Polo,  Sue  Waldron,  Gina  DeFerrari,  Marv  Zeeb,  Mary 
Kitsos,  Robert  Wharton,  Cynthia  Wilkinson,  Lori  Rosa,  Jayneanne 
Rex,  Laurel  Bryant,  Tom  Melius,  Judy  Alvarez,  Margherita  Woods, 
Bill  Wright. 

STATEMENT  OF  HON.  GERRY  STUDDS,  A  U.S.  REPRESENTATIVE 
FROM  MASSACHUSETTS,  AND  CHAIRMAN.  SUBCOMMITTEE  ON 
ENVIRONMENT  AND  NATURAL  RESOURCES 

Mr.  Studds.  The  subcommittee  will  come  to  order.  We  meet  this 
morning  to  consider  what  is  very  aptly  described  as  a  crisis  in 
clean  water  funding.  As  I  am  sure  the  witnesses  will  illustrate,  our 
country  today  is  about  as  far  from  achieving  the  objectives  of  the 
Federal  Clean  Water  Act  as  we  have  ever  been,  and  the  reason, 
very  simply  put,  is  that  we  do  not  have  the  money  to  do  the  job. 

Increasing  our  commitment  to  fund  clean  water  infrastructure  is 
the  most  important  clean  water  issue  facing  the  country.  We  can 
talk  about  controlling  combined  sewer  overflows,  polluted  runoff, 
storm  water,  and  toxics,  but  we  will  be  simply  talking  unless  we 
find  the  money  to  do  the  job.  Our  cities  and  towns  and  our  individ- 
ual ratepayers  cannot  shoulder  this  burden  alone. 

There  is  also  the  larger  issue  of  affordable  water  and  sewer  serv- 
ices. Simply  put,  it  is  an  issue  that  cuts  to  the  core  of  what  prosper- 
ity and  economic  development  mean  to  municipal  and  family  cof- 
fers across  the  nation.  In  my  own  district,  which,  unfortunately,  is 
as  telling  an  example  of  this  as  any,  this  year  will  mark  the  8th 
anniversary  of  the  Court-ordered  Boston  Harbor  cleanup.  I  daresay 
there  will  not  be  any  parades  or  celebrations  to  mark  the  occasion. 

In  the  city  of  Quincy,  from  whose  mayor  we  will  hear  in  a 
moment,  sewer  and  water  rates  have  risen  by  more  than  400  per- 
cent in  the  interim,  and  they  are  projected  to  double  very  shortly 
again.  It  now  costs  more  to  run  the  tap  than  it  does  to  educate 
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your  child  or  to  keep  the  streets  safe.  We  have  one  of  the  highest 
rates  in  the  nation,  and,  as  I  said,  they  are  about  to  double  again. 

What  about  economic  development?  The  average  industrial 
water  and  sewer  bill  in  our  region  is  $694,000  per  year.  In  other 
cities,  which,  for  obvious  reasons,  I  will  not  name  at  the  moment,  it 
is  about  a  sixth  of  that.  If  you  are  going  to  start  up  a  business,  you 
have  to  be  particularly  attracted  by  the  other  advantages  of  a  loca- 
tion to  move  in  our  direction.  Affordable  water  and  sewer  services 
cut  to  the  core  of  our  prosperity;  they  are  not  a  luxury. 

We  must  face  two  unpleasant  facts.  The  first  is  that  the  last  12 
years  have  witnessed  the  essential  bankrupting  of  the  Federal  Gov- 
ernment, and  the  nation's  cupboard  is  bare.  We  now  have  a  Presi- 
dent who  told  us  he  intended  to  do  something  about  it,  and  I  think 
we  now  know  that  he  is  very  serious  indeed.  The  second  fact  is  that 
we  must  increase  Federal  funding  for  water  services.  The  current 
situation  is  unacceptable,  and  it  is  getting  rapidly  worse. 

These  two  stark  realities  led  me  three  years  ago  to  bring  an 
effort  to  find  new  money  for  clean  water  because  the  only  way  we 
will  increase  Federal  support  is  to  identify  a  way  and  most  likely  a 
new  way  to  pay  for  it.  Hence,  our  proposal  for  an  alternative  fi- 
nancing mechanism  that  is  founded  on  the  polluter-pays  principle 
which  would  generate  some  $6  billion  annually  through  a  broadly 
based  system  of  taxes  on  polluting  industries  and  activities.  No  one 
wants  to  be  taxed,  and  no  one  particularly  wants  to  talk  about  this 
issue.  There  is,  however,  no  alternative  whatsoever  other  than 
living  with  highly  polluted  water,  and  that  is  no  alternative. 

It  is  time  to  face  the  facts  and  to  get  to  work  in  solving  an  ex- 
traordinarily complex  problem.  I  hope  today's  hearing  will  help  us 
in  that  regard.  Before  going  to  our  witnesses,  I  will  recognize  mem- 
bers if  they  wish,  reminding  them  of  them  of  the  new  rules  of  the 
committee  which  are  hortatory  in  nature  and  which  discourage  the 
kind  of  statements  I  just  gave.  I  think  they  except  the  Chair  and 
the  ranking  member,  however. 

[Statement  of  Mr.  Studds  follows:] 

Statement  of  Hon.  Gerry  E.  Studds,  a  U.S.  Representative  from  Massachusetts. 
AND  Chairman,  Subcommittee  on  Environment  and  Natural  Resources 

The  Clinton  infrastructure  initiative  presents  an  unprecedented  opportunity  to 
create  millions  of  jobs,  improve  water  services  that  are  essential  for  long-term  eco- 
nomic growth,  and  make  huge  improvements  in  environmental  quality  nationwide. 

THE  PROBLEM 

Nationwide,  water  and  sewer  bills  are  skyrocketing,  as  the  costs  of  municipal 
sewage  plants  soar.  The  Reagan/Bush  policy  of  withdrawing  Federal  support  for 
clean  water  is  bankrupting  household  and  municipal  budgets.  Consider  these  facts. 

We  have  underinvested  in  clean  water  infrastructure.  TTie  Environmental  Protec- 
tion Agency  (EPA)  estimates  that  it  will  cost  $111.5  billion  over  the  next  20  years  to 
build  the  infrastructure  needed  to  comply  with  current  Federal  standards  for 
wastewater  treatment  alone. 

At  current  rates  of  investment,  we  are  falling  further  and  further  behind  every 
year.  A  recent  report  issued  by  the  National  Utility  Contractors  Association  found 
that  the  annual  shortfall  in  Federal,  state  and  local  funding  for  wastewater  infra- 
structure is  as  high  as  $7.7  billion. 

If  the  conviction  is  there,  the  jobs  are  there.  In  February  1992,  the  EPA  estimated 
that  there  are  $12  billion  in  wastewater  infrastructure  projects  which  are  "ready  to 
go".  More  current  estimates  are  now  being  prepared. 


Drinking  water  requirements  are  also  draining  local  coffers.  "Ready-to-go"  drink- 
ing water  projects  top  $14  billion— exceeding  wastewater  requirements. 

THE  SOLUTION 

A  FEDERAL  INVESTMENT  OF  $6  BILUON  ANNUALLY  IN  PROTECTING  WATER  QUAUTY 

TREATMENT  IS  REQUIRED 

The  clean  water  infrastructure  initiative  should  pursue  two  tracks  sinriultaneously 
to  achieve  this  objective.  First,  it  should  have  an  immediate  appropriation  to  jump- 
start  the  clean  water  and  drinking  water  program  for  jobs  and  productivity.  Second, 
it  should  phase  in  a  permanent  solution  to  the  clean  water  funding  crisis. 

THE  SHORT  TERM 

The  first  year  infrastructure  proposal  should  serve  as  a  bridge  to  the  long-term 
solution  by  appropriating  $3.5  billion  for  clean  water  projects — making  a  total  1993 
investment  of  $6  billion. 

THE  LONG  TERM 

Accompanying  the  short-term  stimulus  package  should  be  a  long-term  solution 
that  phases  in  a  self-financing  mechanism  and  phases  down  the  appropriation  levels 
for  deficit  reduction  purposes. 

The  long-term  solution  is  comprised  of  two  core  elements: 

A  "polluter  pay"  proposal  to  raise  new  revenues;  and 

A  substantial  retooling  of  the  existing  state  revolving  fund  system  to  encompass 
drinking  water  requirements  and  improve  the  SRF's  ability  to  finance  state  and 
local  clean  water  programs. 

The  heart  of  the  proposal  is  the  "Polluter  Pays"  principle,  shifting  a  greater  share 
of  water  treatment  costs  away  from  town  and  household  coffers  and  onto  the 
sources  of  pollution.  At  my  request,  the  Congressional  Research  Service  (CRS)  has 
issued  a  detailed  report  on  this  major  new  source  of  clean  water  funding.  Through  a 
combination  of  revenue  sources,  this  proposal  would  provide  a  large  infusion  of  dol- 
lars into  existing  state  revolving  funds  (SRF's)  to  finance  state  and  local  clean  water 
projects. 

REVENUES 

A  fee  on  the  industrial  discharge  of  toxic  pollution — expected  revenue:  $3.0  bil- 
lion. 

A  fee  on  industrial,  commercial,  and  consumer  products  that  are  known  to  con- 
tribute to  water  pollution —  expected  revenue:  $2.0  billion. 

An  excise  tax  on  the  active  ingredients  of  pesticides  and  fertilizers — expected  rev- 
enue: $1.0  billion. 

Total  Annual  Revenues:  $6.0  billion 

DISBURSEMENTS 

The  National  Clean  Water  Investment  Corporation 

Several  principles  should  govern  disbursements.  Revenue  should  be  dispersed 
through  a  National  Clean  Water  Investment  Corporation  and  channeled  to  state  re- 
volving loan  funds  (SRF's)  that  would  be  retooled  to  reflect  the  following: 

Project  Eligibilities.  Project  eligibilities  would  be  expanded  beyond  sewer  projects 
to  include  a  broader  array  of  clean  water  needs,  including  combined  sewer  overflow, 
stormwater  controls,  other  capital  costs  associated  with  implementing  state  non- 
point  source  control  programs,  local  drinking  water  requirements  and  other  state 
flriu  locAi  (?l^&fi  wst^f*  n^^CiS 

Broader  Financing  Tools.  The  State  Revolving  Funds  (SRF's)  must  be  revamped  to 
authorize  a  broader  array  of  financing  tools,  like  zero  and  negative  interest  loans  to 
help  small  and  financially  strapped  communities  (a  negative  interest  loan  is  another 
form  for  a  direct  grant  insofar  as  it  buys  down  the  outstanding  principle  of  a  loan); 

Revise  the  Allocation  Formula.  The  current  Clean  Water  Act  allocation  formula 
must  be  revised  to  reflect  actual  state  needs. 


THE  RETURN  ON  INVESTMENT 

Jobs  for  the  Environment.  The  National  Utility  Contractors  Association  estimates 
that  every  $1  billion  investment  in  water  and  sewer  projects  generates  from  34,200 
to  57,400  in  jobs  for  American  workers.  Therefore,  EPA's  total  20-year  need  estimate 
represents  as  many  as  6,402,060  American  jobs.  More  importantly,  the  EPA  esti- 
mate that  there  are  $12  billion  in  projects  "ready  to  go"  (completed  design  and  engi- 
neering phases  and  ready  to  go  to  bid) — meaning  that  a  short-term  initiative  in 
clean  water  investment  will  generate  as  many  as  614,180  American  jobs  over  the 
next  six  years. 

Long  Term  Productivity  Increases.  Job  creation  is  the  most  rapid  and  obvious  ben- 
efit but  this  investment  pays  other  dividends  as  well.  A  cleaner  environment  pro- 
motes health  and  safety  and  contributes  to  employee  productivity;  public  invest- 
ment in  water  treatment  capacity  is  a  demonstrated  stimulus  to  private  investment; 
a  national  polluter  pays  fee  system  will  promote  competitiveness  by  evening  the  eco- 
nomic playing  field  between  states  and  cities  and  create  market  incentives  for  pollu- 
tion reduction  and  innovative  technologies. 

The  result  is  productivity,  competitiveness,  economic  stimulus,  jobs,  and  a  cleaner 
environment. 

Mr.  Studds.  Are  there  opening  statements  on  this  side?  The  gen- 
tleman from  South  Carolina. 

Mr.  Ravenel.  Mr.  Chairman,  I  have  no  opening  statement,  but  I 
have  a  statement  here  by  Mr.  Fields  from  Texas  which  I  would  like 
to  enter  into  the  record. 

Mr.  Studds.  Without  objection. 

[Statement  of  Mr.  Fields  follows:] 

Statement  of  Hon.  Jack  Fields,  a  U.S.  Representative  from  Texas,  and 
Ranking  Minority  Member,  Committee  on  Merchant  Marine  and  Fisheries 

Mr.  Chairman,  it  is  a  pleasure  today  to  join  you  as  the  Subcommittee  on  Environ- 
ment and  Natural  Resources  considers  national  needs  for  funding  clean  water  infra- 
structure projects. 

Mr.  Chairman,  in  my  opinion,  considerable  progress  has  been  made  over  the  past 
two  decades  in  meeting  the  ambitious  and  highly  laudable  goals  set  out  in  the  Fed- 
eral Clean  Water  Act  and  the  Safe  Drinking  Water  Act.  Progress  is  not  jeopardized 
by  a  lack  of  public  concern  for  environmental  or  health  issues;  rather,  lack  of 
progress  is  due  to  a  severe  shortage  of  funds  for  the  construction  of  clean  water 
projects  across  our  country. 

The  hearing  today  will  provide  an  opportunity  to  receive  testimony  from  the  En- 
vironmental Protection  Agency,  State  water  pollution  control  administrators,  and 
representatives  of  water  utilities,  to  identify  long-term  national  needs  for  clean 
water  financing.  This  need  can  be  translated  into  billions  of  dollars  in  capital  in- 
vestment. This  investment  is  crucial  to  the  protection  of  environment,  fisheries,  and 
wildlife.  It  is  also  necessary  to  support  a  growing  and  sustainable  economy. 

I  look  forward  to  the  testimony  that  we  will  receive  today  for  it  will  help  assess 
the  need  for  more  Federal  funding  and  explore  ways  to  generate  additional  dollars 
to  meet  those  needs. 

Thank  you,  Mr.  Chairman. 

Mr.  Ravenel.  Also  one  by  Mr.  Saxton.  I  would  like  to  say  on 
behalf  of  Mr.  Saxton  that  he  will  be  here  a  little  later,  that  he 
wanted  me  to  welcome  Mr.  Dennis  Hart  of  the  New  Jersey  Depart- 
ment of  Environmental  Protection  and  Energy.  Thanks  for  coming 
today,  and  we  look  forward  to  your  testimony.  Thank  you,  Mr. 
Chairman. 

Mr.  Studds.  Thank  you,  sir. 

[Statement  of  Mr.  Saxton  follows:] 

Statement  of  Hon.  H.  James  Saxton,  a  U.S.  Representative  from  New  Jersey 

I  would  like  to  welcome  Mr.  Dennis  Hart  of  the  New  Jersey  Department  of  Envi- 
ronmental Protection  and  Energy.  Thank  you  for  coming  today.  I  look  forward  to 


hearing  your  testimony  and  guidance  as  we  teke  up  the  important  issue  of  Clean 

Water  Act  funding.  .    ^     .  .  ,      „   .• 

Although  the  success  of  the  Clean  Water  Act  m  addressmg  mdustrial  pollution  is 
notable,  the  more  ambiguous  and  entrenched  sources  of  pollution  may  prove  far 
more  difficult  to  eradicate. 

As  has  been  stated,  the  funding  requirements  for  addressmg  the  needs  of  clean 
water  projects,  filtration  facilities,  combined  sewer  overflows  and  abatement  of  non- 
point  sources  are  ominous— ranging  in  the  hundreds  of  billions  in  current  dollars. 

At  the  same  time,  the  budgets  of  Federal  and  State  agencies  have  been  stretched 
to  cover  more  and  more  programs— leaving  little  funding  for  completing  clean  water 
mandates  without  re-prioritizing  public  dollars  toward  this  national  concern. 

The  option  of  doing  nothing,  however,  is  not  an  option.  Natural  resources  depend- 
ent on  critical  wetlands  and  estuaries  continue  to  degrade.  The  antiquated  relics  of 
combined  sewer  overflows  continue  to  poison  our  coastal  waters.  Local  economies 
dependent  on  industries  such  as  fisheries  and  tourism  are  increasingly  threatened 
by  poor  water  quality.  And  the  lack  of  municipal  infrastructure  may  be  stifling  eco- 
nomic growth  and  job  opportunities  within  our  communities. 

I  look  forward  to  receiving  testimony  from  today's  witnesses  and  hearing  their 
advice  as  well  as  their  concerns  on  these  important  issues. 

Thank  you,  Mr.  Chairman. 

Mr.  Studds.  Are  there  additional  opening  statements?  The  gen- 
tlewoman from  Oregon. 

STATEMENT  OF  HON.  ELIZABETH  FURSE,  A  U.S. 
REPRESENTATIVE  FROM  OREGON 

Ms.  Purse.  Mr.  Chairman,  as  a  member  from  the  State  of 
Oregon,  I  am  especially  pleased  that  you  have  chosen  funding  of 
clean  water  infrastructure  as  the  first  item  on  this  agenda.  In  too 
many  cases,  the  Federal  Government  mandates  local  action  that 
states  and  local  governments  cannot  afford.  Both  the  Safe  Drinking 
Water  Act  and  the  Clean  Water  Act  are  excellent  examples  of  leg- 
islation with  laudable  aims  but  limited  funds,  and  nothing  is  more 
important  to  our  health,  our  safety,  our  economies,  even  our 
human  existence  than  clean  water.  Yet  clean  water  comes  at  a 
very  high  price. 

During  the  '90's,  Oregon  communities  will  need  to  spend  $240 
million  to  meet  safe  drinking  water  standards.  And  our  communi- 
ties like  Cannon  Beach  and  Seaside,  the  city  of  Portland  are  hard- 
pressed  to  meet  their  commitments.  Under  the  Clean  Drinking 
Water  Act,  Oregon  communities  face  additional  challenges,  and  I 
am  very  pleased  that  the  new  Administration  is  providing  some 
hope  that  the  challenges  facing  cities  like  McMinnville  and  Port- 
land and  St.  Helens  will  be  met. 

Also,  I  am  pleased  that  this  Administration  views  clean  water  in- 
vestments both  as  an  economic  stimulus  because  of  the  direct  and 
indirect  jobs  created  and  as  an  investment  because  of  the  economic 
productivity  induced  by  clean  water  projects.  I  am  also  pleased  that 
you,  Mr.  Chairman,  are  examining  creative  alternatives  to  the 
funding  of  clean  water  in  the  hopes  that  we  can  address  the  clean 
water  backlog  that  affects  every  American,  and  I  really  appreciate 
the  witnesses  who  are  here  today  and  appreciate  this  opportunity, 
Mr.  Chairman.  Thank  you. 

Mr.  Studds.  I  thank  the  gentlewoman.  Are  there  additional 
statements  on  this  side?  The  gentleman  from  Maryland. 
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STATEMENT  OF  HON.  WAYNE  GILCHREST.  A  U.S. 
REPRESENTATIVE  FROM  MARYLAND 

Mr.  GiLCHREST.  Just  very  quickly,  Mr.  Chairman.  I  live  in  a 
fairly  rural  area  that  goes  into  a  very  urban  area,  a  city  to  the 
country,  and  there  are  massive  problems  in  both.  I  look  forward  to 
the  testimony.  There  are  communities  in  my  district  where  every 
single  septic  tank  is  failing  and  leaching  into  the  groundwater,  and 
there  is  no  hope  at  this  point  for  any  money  to  bring  relief  to  that 
problem.  And  this  is  an  economic  problem;  it  is  an  infrastructure 
problem;  it  is  a  community  problem  that  we  all  seriously  need  to 
address.  And  I  look  forward  to  the  testimony. 

Mr.  Studds.  The  gentleman  from  one  of  the  second  most  beauti- 
ful districts  in  the  country.  The  gentleman  from  California. 

STATEMENT  OF  HON.  DAN  HAMBURG.  A  U.S.  REPRESENTATIVE 

FROM  CALIFORNIA 

Mr.  Hamburg.  Thank  you.  Good  morning,  Mr.  Chairman,  and 
colleagues.  The  needs  of  small  and  rural  communities  for  a  differ- 
ent kind  of  financial  assistance  to  implement  the  Clean  Water  Act 
must  be  a  constant  focus  in  our  considerations  today  and  through- 
out the  Act's  reauthorization. 

Nationwide  and  particularly  in  the  First  District  of  California, 
small  rural  communities  are  simply  unable  to  muster  the  financial 
resources  to  build  treatment  facilities.  These  facilities  are  neces- 
sary due  to  the  standards  of  cleanliness  established  in  the  Act,  and 
my  communities  and  my  districts  simply  do  not  have  the  financial 
resources  to  meet  those  obligations. 

Rural  small  communities  represent  the  largest  group  not  yet  in 
compliance  with  the  requirements  of  the  Act.  80  percent  of  those 
who  missed  the  EPA's  1988  deadline  for  secondary  treatment  were 
small  cities.  This  is  understandable.  The  cost  to  comply  is  simply 
prohibitive  when  that  cost  must  be  borne  without  assistance  par- 
ticularly by  communities  with  limited  tax  bases. 

Our  nation's  water  truly  is  a  collective  resource.  Neither  ground- 
water nor  surface  water  stops  at  municipal  boundaries.  We  must 
develop  revenue  sources  to  share  the  need  to  improve  and  maintain 
its  cleanliness  where  local  resources  are  inadequate.  The  state  re- 
volving funds'  criteria  and  requirements  overwhelm  and  defeat  the 
efforts  of  many  small  communities  like  those  in  my  district.  The 
criteria  are  so  daunting  that  project  proposals  are  never  even  de- 
veloped or  submitted. 

The  prospect  of  generating  matching  funds  and  then  facing  long- 
term  repayment  obligations  outweighs  any  short-  or  long-term 
promise  of  jobs  or  economic  stimulus  associated  with  the  improve- 
ment of  water  treatment  facilities.  The  President's  stimulus  pack- 
age acknowledges  the  need  for  investment  in  wastewater  treatment 
facilities,  but  the  proposed  level  of  funding  will  not  begin  to  meet 
even  our  most  immediate  needs.  If  no  additional  Federal  moneys 
are  directed  to  the  state  revolving  fund,  as  the  President's  proposal 
seems  to  indicate,  the  need  for  an  alternative  revenue  source  be- 
comes more  critical  than  ever. 

Chairman  Studds'  revenue  proiK)sal  to  require  the  polluter  to 
pay  makes  abundant  good  sense.  The  real  cost  of  processes  and 


products  which  pollute  the  nation's  waters  must  be  borne  by  those 
who  produce  and  use  those  products.  I  would  urge  development  of 
the  Chairman's  revenue  proposal  both  to  generate  the  revenues 
necessary  and  to  create  positive  incentives  for  reducing  this  prob- 

Source  reduction  is  a  key  component  of  a  comprehensive  plan  for 
cleaning  up  our  waters.  Nonpoint  pollution  can  be  significantly  de- 
creased by  alternative  technologies  that  are  in  existence  today. 
Forest  management  and  agricultural  productivity  can  be  improved 
by  practices  which  completely  avoid  the  use  of  any  toxins.  Finan- 
cial incentives  to  develop  and  implement  these  alternative  ap- 
proaches and  technologies  will  result  in  immediate  reduction  of  the 
toxics  entering  the  water  and  reduce  the  need  for  expanding  treat- 
ment capacities. 

I  look  forward  to  development  of  positive  alternatives  for  source 
reduction  in  the  context  of  financial  provisions  which  generate 
these  necessary  resources.  We  must  build  the  systems  needed 
throughout  our  country  with  new  provisions  to  stimulate  construc- 
tion in  our  rural  and  small  communities. 

And,  Mr.  Chairman,  I  ask  that  I  might  be  allowed  to  submit  ex- 
tended remarks  which  refer  specifically  to  communities  within  my 
district  which  are  very  hard-pressed  to  meet  the  requirements  of 
the  Act. 

Mr.  Studds.  Without  objection.  I  thank  the  gentleman. 

[Statement  of  Mr.  Hamburg  follows:] 

Statement  op  Hon.  Dan  Hamburg,  a  U.S.  Representative  from  Caufornia 

The  needs  of  small  and  rural  communities  for  a  different  kind  of  fmancial  assist- 
ance to  implement  the  Clean  Water  Act  must  be  a  constant  focus  in  our  consider- 
ations today  and  throughout  the  Act's  reauthorization. 

Both  nationwide  and  particularly  in  the  First  District  of  California,  small  rural 
communities  are  simply  unable  to  muster  the  significant  financial  resources  to  build 
treatment  facilities  necessary  to  meet  the  standards  of  cleanliness  established  by 
the  Act. 

Rural  small  communities  represent  the  largest  group  not  yet  in  compliance  with 
the  Act.  Eighty  percent  of  those  who  missed  EPA's  1988  deadline  for  secondary 
treatment  were  small  cities.  This  is  understandable:  the  cost  to  comply  is  simply 
prohibitive  when  that  cost  must  be  borne  without  assistance,  particularly  by  com- 
munities with  a  limited  tax  base. 

Our  nation's  water  truly  is  a  collective  resource.  Neither  groundwater  nor  surface 
water  stops  at  municipal  boundaries.  We  must  develop  revenue  sources  to  share  the 
need  to  improve  and  maintain  its  cleanliness  where  local  resources  are  inadequate. 

The  State  revolving  funds'  criteria  and  requirements  overwhelm  and  defeat  the 
efforts  of  many  small  communities.  The  criteria  are  so  daunting  that  project  propos- 
als are  never  developed  or  submitted. 

The  prospect  of  generating  matching  funds  and  then  facing  long  term  repayment 
obligations  outweighs  any  short  or  long  term  promise  of  jobs  or  economic  stimulus 
associated  with  improvement  of  waste  water  treatment  facilities. 

Examples  of  small  communities  hampered  by  the  unavailability  of  funds  to 
comply  with  the  Act  are  abundant.  In  my  District,  there  is  one  project  which  has 
been  delayed  by  the  unavailability  of  Federal  funds  which  is  now  finally  ready  to 
proceed,  but  will  do  so  at  unbearable  local  cost  unless  Federal  assistance  can  be  se- 
cured. 

The  City  of  Napa  and  its  small  newly  incorporated  neighbor,  American  Canyon, 
have  formed  a  joint  powers  authority  to  construct  and  operate  a  new  facility.  This 
will  be  the  largest  public  works  project  ever  built  in  this  county.  Without  Federal 
assistance,  the  connection  fees  and  rates  in  American  Canyon,  for  instance,  will  in- 
crease 400%. 
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Over  20%  of  the  residents  of  American  Canyon  live  on  fixed  incomes  and  another 
significant  portion  are  employees  of  the  nearby  naval  shipyard  currently  being  con- 
sidered by  the  Base  Closure  ODmmission. 

The  project  is  an  innovative  model:  it  is  designed  to  minimize  energy  consumption 
and  to  produce  reusable  waste  water  which  will  decrease  reliance  on  other  water 
sources.  A  portion  of  the  reclaimed  water  will  be  used  for  a  model  wetland  restora- 
tion project  to  enhance  habitat  for  endangered  species.  This  visionary  treatment  fa- 
cility will  be  built  but  without  Federal  assistance,  its  costs  are  potentially  devastat- 
ing locally. 

The  President's  stimulus  package  acknowledges  the  need  for  investment  in 
wastewater  treatment  facilities,  but  the  proposed  level  of  funding  will  not  begin  to 
meet  immediate  needs.  If  no  additional  Federal  monies  are  directed  to  the  State  re- 
volving fund,  as  the  President's  proposal  seems  to  indicate,  the  need  for  an  alterna- 
tive revenue  source  becomes  more  critical  than  ever. 

Chairman  Studds'  revenue  proposal  to  require  the  "polluter  to  pay"  makes  abun- 
dant good  sense.  The  real  cost  of  processes  and  products  which  pollute  the  Nation's 
waters  must  be  borne  by  those  who  produce  and  use  those  products. 

I  would  urge  development  of  the  Chairman's  revenue  proposal  both  to  generate 
the  revenues  necessary  and  to  create  positive  incentives  for  reducing  the  problem. 

Source  reduction  is  a  key  component  of  a  comprehensive  plan  for  cleaning  up  our 
waters.  Non-point  pollution  can  be  significantly  decreased  by  alternative  technol- 
ogies that  exist  today.  Forest  management  and  agricultural  productivity  can  be  im- 
proved by  practices  which  completely  avoid  the  use  of  any  toxics. 

Financial  incentives  to  develop  and  implement  these  alternative  approaches  and 
technologies  will  result  in  immediate  reduction  of  the  toxics  entering  the  water  and 
reduce  the  need  for  expanding  treatment  capacities. 

I  look  forward  to  development  of  positive  incentives  for  source  reduction  in  the 
context  of  financial  provisions  which  generate  necessary  resources.  We  must  build 
systems  needed  throughout  the  country  with  new  provisions  to  stimulate  construc- 
tion in  our  rural  and  small  communities. 

Mr.  Studds.  The  gentleman  from  California. 

STATEMENT  OF  HON.  DUKE  CUNNINGHAM.  A  U.S. 
REPRESENTATIVE  FROM  CALIFORNIA 

Mr.  Cunningham.  Thank  you,  Mr.  Chairman,  and  I  thank  you 
for  holding  these  hearings.  You  know,  what  a  better  time  than  if 
we  are  looking  for  change  and  to  make  sure  that  we  care  for  our 
clean  water.  I  speak  not  so  much  for  myself  because  the  main 
sewage  issue  in  San  Diego  affects  my  old  district  in  the  inner  part 
of  San  Diego. 

The  gentlelady  from  California,  Lynn  Schenk,  who  is  a  member 
of  this  committee,  along  with  my  other  Democratic  colleague.  Bob 
Filner,  feel  a  greater  impact  in  their  districts.  But  the  EPA  has 
mandated  secondary  sewage  treatment  that  goes  into  the  ocean 
where  Scripps  Oceanography,  the  Sierra  Club,  and  other  prominent 
environmentalists  agree  that  it  doesn't  need  to  be  done.  But  be- 
cause of  a  ruling  of  the  EPA,  it  could  cost  San  Diego  up  to  $3  bil- 
lion. 

I  would  also  like  to  work  with  vou,  Mr.  Chairman,  and  Mr.  Ham- 
burg up  north  to  ensure — one  of  the  things  that  we  have  done  at 
NAS  Miramar  is  to  make  sure  that  all  of  the  secondary  flow-off  of 
the  runways  at  military  airbases  going  into  water  storage  areas  are 
purified.  We  used  to  dump  hydraulic  fluid,  fuel,  other  things  out 
there,  and  it  is  my  goal  to  make  sure  that  everv  base  in  the  State 
of  California  is  an  environmental  sanctuary  ana  a  model  for  clean 
air  and  water. 

Mr.  Studds.  Gentlemen,  if  there  are  no  further  questions,  we  will 
proceed.  We  have  a  panel  of  six  witnesses.  What  we  will  do  is  ask 
you  to  make  your  presentations  initially  in  their  entirety.  Then  we 


will  go  to  questions.  I  suspect  it  has  been  explained  to  you  by  staff 
we  have  a  cruel,  brutal,  totally  arbitrary  method  of  discouraging 
you  from  going  beyond  five  minutes  in  your  oral  presentation. 

Your  full  written  testimony  will  appear  in  the  record,  and  we  are 
going  to  ask  you  to  do  your  best  to  keep  your  oral  summary  of  it  to 
no  more  than  five  minutes.  The  little  system  of  lights  there—the 
yellow  light  will  go  on  as  a  one-minute  warning,  and  the  red  light 
will  go  on  to  let  you  gently  know  that  you  have  completed  your  tes- 
timony. 

It  is  always  a  special  delight  for  any  member  of  a  committee  to 
welcome  one  of  their  constituents;  in  this  case,  the  mayor  of  my 
city  of  Quincy.  The  delight,  however,  is  somewhat  diminished  by 
the  poignancy  of  the  reason  for  his  being  here  which  is  as  a  repre- 
sentative of  the  city  as  affected  by  the  subject  of  this  hearing  as 
any  other. 

Also,  you  should  know  that  he  is  on  his  way  from  the  snows  of 
Massachusetts  to  a  mayors'  meeting  someplace  in  the  extreme 
south  of  Florida  for  reasons  that  are  utterly  unclear  to  some  of  us. 
Mayor  Sheets,  we  welcome  you  again,  and  we  are  very  happy  to 
have  you  here.  May  your  plane  go  south. 

STATEMENT  OF  JAMES  A.  SHEETS,  MAYOR.  CITY  OF  QUINCY. 

MASSACHUSETTS 

Mr.  Sheets.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  for  me  to 
be  here  once  again.  And  for  the  record,  I  am  Mayor  Jim  Sheets 
from  the  city  of  Quincy.  The  city  of  Quincy,  like  42  other  cities  and 
towns  in  the  Commonwealth  of  Massachusetts,  has  been  crowned 
by  fate  with  the  responsibility  for  paying  for  92  percent  of  the  cost 
of  the  cleanup  of  Boston  Harbor.  And  I  would  just  briefly  like  to 
indicate  what  that  has  meant  and  what  it  does  mean  and  why  we 
are  so  much  committed  to  the  reauthorization  of  the  Clean  Water 
Act  as  it  has  been  proposed  by  this  committee  and  also  by  the  Con- 
gressman. 

We  live  in  the  MWRA  District.  I  have  a  few  figures  that  I  would 
like  to  present  to  you  to  give  you  some  idea  of  where  we  have  come 
from  and  where  the  cost  is  going.  Between  1985  and  1992,  the  cost 
of  cleaning  up  Boston  Harbor  for  capital  programs  was  $1.2  billion. 
The  operating  cost  in  fiscal  year  '90  was  $180  million.  Fiscal  vear 
'92,  it  went  all  the  way  up  to  $347  million,  nearly  doubled  in  three 
years.  The  impact  on  rates  jumped  from  $180  per  household  in  1986 
to  $587  in  1992,  a  325  percent  increase  in  six  years.  We  move  from 
18th  place  to  1st  place  among  major  metropolitan  areas,  a  decided- 
ly unenviable  honor  for  us  to  have. 

What  will  happen  between  1993  and  1999  if  we  are  not  given 
some  relief?  Capital  outlay — we  will  put  out  $4  billion  more,  and 
bear  in  mind  that  we  are  under  Federal  Court  mandate  to  do  this. 
We  have  no  option.  The  operating  budget  in  fiscal  year  '99  will  be 
over  $800  million,  and  by  1999,  the  average  household  water  and 
sewer  bill  in  the  city  of  Quincy  in  the  metropolitan  area  will  reach 
$1,300  per  year,  almost  two-and-one-half  times  the  current  cost  at 
an  increase  of  over  700  percent  in  15  years.  These  rates,  as  you 
know,  will  exceed  most  people's  heating  bills  even  including  the 
new  tax  and  will  be  in  the  same  range  as  their  real  estate  taxes. 
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What  is  this  going  to  mean  to  the  Boston  area  and  to  its  people, 
to  my  people  in  the  city  of  Quincy?  First  of  all,  I  can  tell  you  it  is 
going  to  foment  a  rebellion  not  only  against  these  types  of  pro- 
grams that  I  am  testifjdng  in  favor  of  but  environmental  programs 
in  general.  Many  people  are  already  saying,  "I  would  rather  have  a 
dirty  Boston  Harbor  and  be  able  to  pay  my  tax  bills  or  be  able  to 
buy  food  or  be  able  to  send  my  kids  to  college." 

These  are  comments  that  are  now  common.  They  are  now 
common.  If  this  continues,  it  will  require  middle  and  lower-income 
families  already  hard-pressed  to  make  further  hard  choices  be- 
tween paying  their  water  and  sewer  bills  and  paying  their  utility 
bills. 

For  some,  it  will  be  the  final  straw  in  their  consideration  of  relo- 
cation out  of  my  city  and  out  of  the  Boston  area.  These  impacts 
apply  to  businesses  and  industry;  perhaps  even  more  in  some  ways 
than  homeowners.  These  impacts  apply  to  the  entire  range  of 
people  who  live  in  a  city  like  Quincy.  And  I  can  tell  you  from  very 
personal  experience  that  when  my  son  chose  to  buy  a  home,  he 
bought  outside  the  MWRA  District. 

Ajnd  when  I  asked  him  why,  he  said,  "In  five  or  six  years.  Dad,  I 
will  not  be  able  to  afford  to  pay  the  water  and  the  sewer  bills,  so  I 
am  moving  out."  He  said,  "I  can't  carry  all  those  burdens.  I  can't 
pay  my  $400  a  month  on  my  college  loans  and  at  the  same  time — 
at  the  same  time  begin  pa3dng  these  huge  MWRA  charges." 

In  addition,  those  of  us  who  are  municipal  leaders  who  are  at- 
tempting to  encourage  the  revitalization  of  our  cities,  whether  it  is 
in  our  neighborhoods  or  whether  it  is  in  our  downtowns,  find  that 
our  hands  are  being  tied,  and  they  are  being  tied  because  when  I 
go  out  and  I  talk  to  retail  people  like  Toys  R  Us  and  say,  "I  would 
like  to  have  you  locate  in  the  downtown  area  of  the  city  of 
Quincy,"  and  we  begin  to  look  at  the  details,  and  they  begin  to  look 
at  the  cost,  I  am  going  to  tell  you,  if  it  is  a  choice  of  coming  to  my 
city  and  paying  the  water  and  sewer  rates  or  going  to  somewhere 
down  further  on  the  south  shore  where  they  don't  have  the  MWRA 
sewer  rates,  they  are  going  down  on  the  south  shore. 

So  not  only  is  it  a  question  of  whether  or  not  the  people  who  live 
in  my  city  who  raise  their  family  in  my  city,  who  go  to  school  in 
my  city  are  going  to  be  able  to  pay  these  bills,  but  it  is  a  question 
as  to  whether  or  not  we  are  going  to  be  able  to  attract  business  to 
our  city  in  the  future.  And  if  we  cannot  do  that,  then  you  will  see 
an  increased  deterioration  of  the  infrastructure  of  my  city  because 
we  simply  will  not  have  the  means  whereby  we  can  indeed  progress 
to  strengthen  that  infrastructure  to  attract  good  businesses  and  to 
keep  good  families,  and  that  is  what  this  is  all  about. 

It  is  all  about  families.  It  is  all  about  cities  trying  to  survive  in 
this  economy,  and  I  am  fully  in  support,  Mr.  Congressman,  of  your 
proposal,  and  it  is  my  hope  that  the  legislature  will  act  favorably 
on  it,  and,  indeed,  it  will  become  law  because  I  think  an  increase  of 
a  pool  of  $6  billion  a  year  that  can  be  used  to,  indeed,  help  offset 
these  increased  costs  is  something  that  every  household  in  all  of 
America  where  we  have  these  kinds  of  projects  need  to  have  at  this 
time.  And  I  see  that  the  red  light  has  gone  on  so  I  will  stop  at  that 
point.  Thank  you,  Mr.  Chairman. 
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Mr.  Studds.  Thank  you.  The  red  light  is  also  administered  more 
flexibly  when  dealing  with  constituents. 

Mr.  Sheets.  I  have  three  more  pages  here,  Mr.  Chairman.  But  I 
will  tell  you  if  you  would  give  to  me  just  a  little  more  latitude,  I 
would  like  to  end  with  the  story  that  I  told  sometime  ago  when  I 
appeared  before  this  committee. 

Mr.  Studds.  Please. 

Mr.  Sheets.  And  I  understand  there  are  two  representatives  on 
this  committee  from  the  State  of  Pennsylvania.  There  may  be  those 
who  believe  that  this  is  just  a  metropolitan  city  problem.  It  is  not. 
While  I  have  lived  40  years  in  the  great  city  of  Quincy,  I  was  born 
in  the  little  coal  town  of  Clarksville,  Pennsylvania,  in  southwestern 
Pennsylvania.  I  hapf)en  to  still  own  the  coal  patch  house  back 
there.  Mom  and  Dad  are  dead;  Dad  died  of  the  black  lung  disease. 

But  one  of  the  greatest  difficulties  that  my  mother  had  in  trying 
to  end  up  her  days  in  that  little  coal  patch  house,  which  I  found 
out  when  she  died  it  was  worth  about  $11,500,  was  that  in  order  for 
her  to  continue  living  there,  she  had  to  pay  what  was  new  to  her  in 
the  last  two  years  of  her  life — a  different  kind  of  water  and  sewer 
bill  because  the  Clean  Water  Act  affects  coal  towns  in  Pennsylva- 
nia just  like  it  affects  cities  like  Quincy  and  Boston. 

And  where  they  had  a  septic  tank  and  they  had  to  join  into  a 
much  broader  system  which  allowed  for  the  cleanup  of  the  local 
rivers,  I  can  tell  you  that  when  she  died,  she  was  paying  in  excess 
of  $400  a  year  in  a  water  and  sewer  bill  on  a  home  that  was  worth 
$11,500.  Her  taxes  were  less  than  $400.  And  the  total  cost  for  her 
keeping  that  house  was  $1,600  a  year,  $400  of  which  was  the  sewer 
and  water  bill. 

I  say  that  because  this  is  not  just  a  problem  for  seacoast  cities.  It 
even  affects  little  coal  towns  in  states  like  Pennsylvania,  and  that 
is  why  your  action  is  so  terribly  critical  to  all  the  people  who  live 
in  this  country.  And  thank  you  for  the  extra  time,  Mr.  Chairman. 

Mr.  Studds.  Thank  you  very  much,  sir.  Next  is  Ms.  Sonya  Mar- 
gerum  who  is  the  Mayor  of  West  Lafayette,  Indiana,  and  the  Vice 
Chair  of  the  relevant  committee  of  the  National  League  of  Cities. 
Ms.  Margerum,  welcome. 

STATEMENT  OF  SONYA  MARGERUM.  MAYOR.  WEST  LAFAYETTE. 
INDIANA.  AND  VICE  CHAIR.  NATIONAL  LEAGUE  OF  CITIES 
EENR  COMMITTEE 

Ms.  Margerum.  Thank  you. 

Mr.  Studds.  Do  you  want  to  pull  that  mike  up  real  close  to  you? 

Ms.  Margerum.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee.  I  am  Sonya  Margerum,  Mayor  of  West  Lafayette,  Indi- 
ana, and  Vice  Chair  of  the  National  League  of  Cities  Energy,  Envi- 
ronment, and  Natural  Resources  Committee.  And  I  am  here  today 
to  testify  on  behalf  of  the  National  League  and  the  16,000  cities 
and  towns  across  the  Nation  that  we  represent  on  the  critical  mu- 
nicipal issue  of  financing  for  Federal  environmental  mandates  and, 
in  particular,  the  mandates  that  affect  the  nation's  water  and 
sewers. 

And,  Mr.  Chairman,  we  would  like  to  express  our  appreciation  to 
you  for  your  thoughtful  efforts  in  devising  an  alternative  financing 
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structure  for  the  nation's  water  pollution  needs.  And  we  agree  that 
the  documented  need  to  meet  the  Clean  Water  and  Safe  Drinking 
Water  Act  mandates  will  require  a  substantial  and  reliable  long- 
term  commitment. 

And  in  large  measure  in  response  to  your  initiatives  of  the  past 
several  years  brought  to  us  by  the  former  New  Bedford  Mayor, 
John  Bullard,  the  National  League  of  Cities  has  examined  and  de- 
veloped policy  addressing  many  of  the  ideas  that  you  have  put  for- 
ward in  your  proposed  National  Clean  Water  Investment  Corpora- 
tion, and  I  would  like  to  focus  my  remarks  principally  on  what  the 
nation's  locally  elected  officials  believe  are  the  most  appropriate 
and  effective  means  to  re-establish  the  Federal,  state,  local  partner- 
ship in  financing  national  goals  and  objectives.  And  my  testimony 
will  concern  the  types  of  funding,  loans  and  grants,  sources  of  reve- 
nue, and  project  eligibility. 

The  National  League  of  Cities  continues  to  support  the  State  Re- 
volving Loan  Fund  but  as  a  supplement  to,  not  a  substitute  for 
grant  assistance.  The  SRF,  as  currently  devised,  is  not  a  viable 
funding  mechanism  for  many  communities.  A  loan,  by  its  very 
nature,  is  repayable  and  for  some  communities  repayment  is 
beyond  their  fiscal  capacity,  and  I  think  we  have  heard  testimony 
to  that  effect  just  now.  And  we  believe  it  is  important  to  note  that 
the  inability  to  repay  loans  is  neither  unique  nor  exclusive  to  small 
communities.  Many  of  the  nation's  large  and  medium-sized  cities 
face  severe  financial  constraints,  declining  revenue  bases,  middle- 
class  outmigration,  and  increased  Federal  intrusion  in  determina- 
tions about  local  financing  priorities. 

Other  disincentives  to  use  of  the  SRF  are  the  myriad  additional 
Federal  requirements  that  adhere  to  the  use  of  Federal  funds, 
Davis-Bacon  prevailing  wage  requirements  being  one  of  those.  The 
National  League  believes  that  without  grant  assistance  as  part  of 
the  Federal  commitment  to  helping  meet  the  nation's  environmen- 
tal objectives,  it  is  unlikely  that  municipalities  will  be  able  to 
comply  with  these  mandates. 

The  National  League  of  Cities  policy  calls  on  Congress  to  restore 
grant  funding  to  assist  municipalities  in  progressing  toward  meet- 
ing the  nation's  clean  water  goals.  Cities  should  be  eligible  for 
grant  or  loan  funds  or  any  combination  of  loans  or  grants,  and 
these  should  be  tailored  to  the  specific  needs  and  capacity  of  each 
municipal  applicant  for  Federal  assistance.  And  we  think  that  the 
funding  allocation  should  take  into  account  not  only  the  municipal- 
ity's ability  to  finance  projects  but  also  pass  local  efforts  to  address 
the  problem.  The  only  constraint  on  these  funds  would  be  to  pro- 
hibit the  use  of  grant  funds  to  repay  loans  from  the  SRF. 

Many  municipalities  are  seeking  innovative  ways  to  comply  with 
Federal  environmental  mandates,  and  we  have  begun  to  focus  our 
attention  on  sources  of  pollution.  NLC  officials  have  approved 
policy  calling  for  economic  incentives  and  cost  internalization.  And 
we  believe  that  the  external,  including  social  and  environmental, 
costs  of  products  should  be  attached  to  the  product  price  as  a 
means  of  curbing  both  point  and  nonpoint  source  pollution  which  is 
a  problem  in  an  agricultural  state  like  Indiana. 

In  your  proposal  to  levy  fees  and  impose  excise  taxes  on  products 
that  contribute  to  pollution  is  long  overdue,  and  it  has  our  support. 
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Your  proposal  to  impose  fees  on  toxic  industrial  discharges  does 
cause  municipalities  some  concern  because  we  feel  this  is  a  source 
of  local  issues.  But  we  do  support  expanding  the  activities  eligible 
for  Federal  assistance  under  the  Clean  Water  Act,  and  we  have  not 
addressed  the  question  of  using  SRF  dollars  for  the  Safe  Drinking 
Water  Act  purposes  because  we  do  not  have  a  position  on  that.  But 
we  do  point  to  this  beginning  and  would  like  to  have  that  consid- 
ered later. 

Do  we  need  assistance?  Yes,  we  do.  Cities  and  towns  are  doing 
their  very  best  to  meet  these  requirements.  My  own  city  of  West 
Lafayette  has  just  approved  rate  increases  of  37  percent,  not  quite 
as  dramatic  as  Quincy  and  some  of  the  others,  but  we  tonight  are 
holding  a  hearing  on  State  Revolving  Loan  Funds,  but  we  still  have 
many  issues  to  address — combined  sewer  overflows,  rehabilitation, 
and  loans  for  our  plant. 

So  what  we  are  asking  is  we  are  willing  to  implement  it.  We  are 
the  ones  who  will  be  able  to  have  projects  ready  to  go,  and  if  you 
can  provide  for  us  the  funding  as  well  as  the  mandates  and  the  r^- 
ulation,  we  feel  that  we  can  b^n  to  get  this  job  done.  Mr.  Chair- 
man, thank  you  for  this  opportunity,  and  I  will  be  pleased  to 
answer  any  questions. 

[Statement  of  Ms.  Margerum  may  be  found  at  end  of  hearing.] 

Mr.  Studds.  Thank  you  very  much,  Ms.  Margerum.  Next,  Mr. 
Don  Ostler,  President  of  the  Association  of  State  and  Interstate 
Water  Pollution  Control  Administrators.  That  is  an  absolutely  im- 
possible acronym.  Welcome. 

STATEMENT  OF  DON  OSTLER,  PRESIDENT.  ASSOCIATION  OF 
STATE  AND  INTERSTATE  WATER  POLLUTION  CONTROL  ADMIN- 
ISTRATORS 

Mr.  Ostler.  Thank  you,  Mr.  Chairman,  and  good  morning.  It  is 
our  pleasure  to  be  here  to  discuss  with  you  critical  clean  water 
funding  issues.  My  name  again  is  Don  Ostler.  I  am  the  Director  of 
the  Utah  Division  of  Water  Quality  with  the  Department  of  Envi- 
ronmental Quality.  This  year  I  am  the  President  of  the  National 
Association  of  State  and  Interstate  Water  Pollution  Control  Admin- 
istrators which  we  affectionately  shortened  to  ASIWPCA  for  obvi- 
ous reasons. 

Mr.  Studds.  Very  good. 

Mr.  Ostler.  We  have  provided  you  with  written  testimony.  I 
desire  to  address  the  four  specific  comments  that  you  suggested 
that  I  cover  in  this  presentation.  My  comments  will  be  prefaced 
with  the  following  five  principles:  We  believe  that  the  Clean  Water 
Act  is  fundamentally  sound.  It  is  in  need  of  fine-tuning.  It  does 
need  additional  funding,  and  there  is  a  need  for  additional  time  in 
order  to  meet  all  the  requirements.  We  believe  the  states  must  con- 
tinue in  a  leadership  role  in  developing  management  initiatives 
with  regards  to  the  Clean  Water  Act. 

We  believe  that  new  Federal  mandates  must  come  to  the  states 
with  increased  flexibility  and  with  adequate  funding.  We  believe 
that  we  must  have  the  flexibility  to  use  our  resources  more  effi- 
ciently, and  we  believe  that  there  is  a  need  to  define  the  Federal 
role  in  funding  infrastructure  after  1994. 
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With  that  regard,  I  would  like  to  address  your  specific  questions 
of  the  short-  and  long-term  needs  as  the  states  see  it.  With  regard 
to  the  short-term  needs,  the  states  have  recently  done  a  survey  of 
clean  water  and  wastewater  project  needs.  I  have  estimated  that 
there  are  $10  billion  in  projects  that  are  ready  to  proceed  very 
quickly  if  funding  were  available. 

With  regards  to  the  long-term  needs,  the  states  and  EPA  have 
estimated  that  the  needs  for  wastewater  treatment  in  the  United 
States  is  approximately  $130  billion.  We  believe  if  you  add  the  new 
requirements  from  the  1987  Clean  Water  Act,  that  figure  approach- 
es $200  billion  substantial  need. 

Third,  we  believe  that  hardship  needs  for  small  communities  are 
not  now  being  adequately  addressed  due  to  their  inability  to  pay. 
In  my  state,  nearly  two-thirds  of  the  communities  are  small,  and 
many  of  them  have  failing  septic  tanks  as  described  by  a  previous 
committee  member. 

Fourth,  we  have  seen  sewer  bills  rise  in  many  communities 
across  the  United  States  as  a  result  of  the  phase-out  of  grant  pro- 
grams and  the  conversion  to  alternate  funding  systems. 

Fifth,  ASIWPCA  does  support  a  $5  billion  appropriation  to  meet 
both  the  old  and  the  new  needs  of  the  Clean  Water  Act. 

The  second  issue  is  how  would  funding  affect  iobs.  We  are  not 
experts  on  jobs  within  ASIWPCA,  but  there  have  been  estimates  of 
between  30  and  60,000  jobs  could  be  created  with  each  $1  billion  of 
funding  provided.  One  thing  we  do  know  is  that  the  State  Revolv- 
ing Fund  can  get  the  money  out  faster.  It  is  about  50  percent  faster 
than  the  Construction  Grant  program  was.  The  majority  of  the 
money  goes  out  to  local  governments,  and  quite  a  bit  of  that  money 
is  leveraged  so  that  the  jobs  created  may  be  two  to  five  times  more 
than  that  above.  We  also  believe  that  there  are  those  $10  billion 
worth  of  projects  that  are  ready  to  proceed. 

What  is  the  best  method  to  provide  the  funding?  The  states  be- 
lieve that  funding  should  be  provided  through  the  State  Revolving 
Fund  and  not  through  an  additional  new  grant  program.  We  be- 
lieve that  grants  will  undermine  the  existing  State  Revolving 
Funds  that  all  of  the  states  have  been  successful  in  creating. 

We  believe  that  grants  will  reward  people  who  have  not  complied 
and  decided  to  wait.  We  believe  that  the  grants  will  penalize  those 
who  have  proceeded  with  alternate  financing  and  found  ways  to 
get  the  job  done. 

We  also  believe  that  the  projects  are  there  ready  to  proceed.  We 
think  there  are  some  refinements  needed  in  the  State  Revolving 
Fund  requirements.  These  refinements  are  with  regards  to  elimi- 
nating Title  II  requirements,  possibly  extending  repayment  periods 
to  make  it  more  affordable,  and  making  land  acquisition  eligible 
for  reimbursement.  We  also  believe  there  is  a  means  to  provide 
funding  assistance  to  small  and  hardshipped  communities  through 
the  State  Revolving  Fund. 

We  think  this  should  not  be  done  through  some  provision  of  a 
principal  subsidy  which  could  be  blended  with  the  loan  to  make  the 
projects  affordable.  However,  it  should  be  done  through  the  current 
mechanism  already  established  in  the  State  Revolving  Fund.  We 
also  think  if  you  would  like  projects  to  be  completed  quicker  you 
should  consider  elimination  of  the  state  match. 
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Finally,  with  regards  to  the  proposal  of  a  polluter  pays  fee:  The 
states  have  not  had  adequate  time  to  fully  address  the  details  of 
this  proposal.  But  the  states  do  recognize  the  needs  for  alternate 
funding  mechanisms  to  fund  clean  water  programs.  These  mecha- 
nisms need  to  be  available  not  just  to  fund  construction  but  also  to 
fund  state  administration  of  those  programs.  The  current  $300  mil- 
lion appropriation  for  state  management  of  the  clean  water  pro- 
grams is  inadequate.  It  needs  to  be  increased  to  about  $705  million 
to  adequately  do  the  job. 

I  can  see  that  my  time  is  up  and  will  close  with  that,  Mr.  Chair- 
man, and  will  take  any  questions  that  you  have. 

[Statement  of  Mr.  Ostler  may  be  found  at  end  of  hearing.] 

Mr.  Studds.  Thank  you  very  much,  sir.  Next,  Mr.  Dennis  Hart 
from  the  New  Jersey  Department  of  Environmental  Protection  and 
Energy.  Mr.  Hart,  welcome. 

STATEMENT  OF  DENNIS  HART.  ADMINISTRATOR  FOR  ENVIRON- 
MENTAL REGULATION,  NEW  JERSEY  DEPARTMENT  OF  ENVI- 
RONMENTAL PROTECTION  AND  ENERGY 

Mr.  Hart.  Mr.  Chairman,  members  of  the  subcommittee,  thank 
you.  My  name  is  Dennis  Hart,  and  I  am  the  administrator  of  the 
wastewater  program  for  the  New  Jersey  Department  of  Environ- 
mental Protection  and  Energy.  I  would  like  to  thank  you  for  the 
opportunity  to  come  here  today  and  speak  before  this  committee  on 
the  issues  which  are  really  critical  issues  on  water-related  projects. 

The  New  Jersey  Department  of  Environmental  Protection  and 
Energy  is  highly  supportive  of  inclusion  of  the  wastewater  treat- 
ment construction  projects  in  any  infrastructure  and  jobs  bill 
which  is  developed  in  the  near  future.  We  believe  that  not  only 
will  these  projects  deal  with  some  very  critical  environmental  prob- 
lems but  would  also  greatly  help  the  local  and  state  economies 
through  the  jobs  created  from  actual  construction  and  also  because 
of  the  ability  of  new  and  expanded  treatment  facilities  to  accommo- 
date additional  residential,  commercial  and  industrial  growth 
throughout  the  state. 

The  1990  Needs  Survey  for  New  Jersey  indicates  that  there  are 
over  $4.4  billion  worth  of  wastewater  treatment  improvements  nec- 
^sary  in  the  State  of  New  Jersey.  Of  these  needs,  almost  $500  mil- 
lion could  be  considered  current  needs  for  projects  which  will  start 
construction  by  the  end  of  1994.  A  list  of  the  specific  projects  is  pro- 
vided for  the  record.  Another  $500  million  in  needs  are  anticipated 
to  begin  construction  by  the  end  of  1997  for  a  total  of  $1  billion  in 
short-term  needs  for  wastewater  improvement. 

As  I  mentioned  earlier,  we  feel  that  wastewater  treatment 
projects  will  definitely  be  a  stimulus  to  the  local  economy.  Based 
on  data  developed  by  our  New  Jersey  Wastewater  Treatment 
Trust,  it  is  estimated  that  for  every  $100  million  worth  of  construc- 
tion, 3,500  direct  and  7,000  indirect  jobs  are  created  during  the  life 
of  the  project. 

In  addition,  wastewater  treatment  expansions  and  their  environ- 
mental improvements  are  sorely  needed  by  the  state's  municipali- 
ties to  allow  for  growth  and  development.  This  is  particularly  keen 
in  our  innercity  areas.  The  lack  of  adequate  Federal  funding  for 
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clean  water  infrastructure  projects  has  significantly  impacted  eco- 
nomic productivity  at  the  local  level.  In  several  areas  of  the  state, 
wastewater  facilities  have  been  placed  on  sewer  bans.  These  bans, 
which  are  placed  on  a  system  either  because  of  inadequate  treat- 
ment or,  more  importantly,  inadequate  conveyance,  have  placed 
local  economies  at  a  standstill. 

In  particular,  on  our  innercity  areas  in  New  Jersey,  we  have 
sewer  lines  and  infrastructure  projects  that  the  local  municipalities 
are  dealing  with  sewer  lines  that  are  well  over  100  years  old.  These 
lines  are  totally  incapable  of  handling  the  combined  sewer  overflow 
flows  as  well  as  some  of  the  daily  flows  into  the  system.  Sufficient 
Federal  funding  for  wastewater  treatment  projects  of  not  only 
sewer  plants  but  the  interceptor  lines  and  the  collection  systems 
are  extremely  urgent  for  the  State  of  New  Jersey  and  I  am  sure  for 
other  areas  throughout  the  country. 

In  the  third  question  in  your  letter,  you  ask  what  would  be  the 
best  method  to  providing  this  funding.  The  Department  believes 
that  the  same  results  as  an  expanded  construction  grant  program 
could  be  accomplished  through  modifications  to  a  newly  capitalized 
State  Revolving  Fund.  These  modifications  could  provide  the  flexi- 
bility to  states  and  localities  to  allow  for  smaller  municipalities  to 
have  their  grant  money  to  subsidize  the  loan  while  maintaining  the 
loan  program.  Small  communities  with  serious  wastewater  treat- 
ment needs  cannot  afford  the  low  interest  loans.  This  Clean  Water 
Act  should  give  states  flexibility,  allowing  them  to  subsidize  the 
principal  loan  amounts  under  the  SRF  program. 

Lastly,  the  Department  is  still  in  the  process  of  evaluating  the 
polluter  pays  revenue  generating  fee  program  proposal,  and  we 
would  like  to  submit  you  comments  in  the  very  near  future.  While 
we  have  long  conceptually  believed  in  a  polluter  pays  principle, 
any  new  fees  must  be  closely  evaluated  in  the  context  of  all  the  ex- 
isting regulatory  fees  a  facility  must  pay  and  the  net  benefits  real- 
ized from  the  imposition  of  new  fees. 

Again,  I  thank  you  for  the  opportunity  to  appear  here  today,  and 
I  am  available  for  any  questions. 

[Statement  of  Mr.  Hart  may  be  found  at  end  of  hearing.] 

Mr.  Studds.  Thank  you  very  much,  sir.  Next,  Mr.  John  Spencer 
speaking  for  the  Association  of  Metropolitan  Sewerage  Agencies. 
Mr.  Spencer. 

STATEMENT  OF  JOHN  SPENCER,  DIRECTOR,  WATER  POLLUTION 
CONTROL  DEPARTMENT  FOR  THE  SEATTLE  METROPOLITAN 
AREA,  ASSOCIATION  OF  METROPOLITAN  SEWERAGE  AGENCIES 

Mr.  Spencer.  Thank  you,  Mr.  Chairman,  and  members  of  the 
Subcommittee,  and  Congresswoman  Unsoeld.  Nice  to  see  you  this 
morning.  I  am  representing  AMSA  which  has  150  members  nation- 
wide that  are  the  largest  wastewater  treatment  agencies.  I  am  also 
the  Director  of  Seattle  Metro's  Wastewater  Treatment  System.  I 
would  like  to  summarize  my  comments  and  also  depart  somewhat 
from  my  prepared  comments  to  share  some  of  my  perspectives  with 
the  Subcommittee. 

You  are  so  right,  Mr.  Chairman.  The  job  is  not  done.  We  have 
not  met  the  water  quality  needs  of  this  nation.  We  have  not  met 
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the  goals  of  the  Clean  Water  Act.  AMSA  surveyed  106  of  its  mem- 
bers last  year  and  has  documented  a  need  from  those  agencies 
alone  of  over  $22.6  billion  of  construction  left  to  be  done.  This  has 
been  published  in  a  report  that  I  think  has  been  made  available  to 
the  committee  called  "The  Cost  of  Clean."  Our  figures  correlate 
very  well  with  EPA's  estimates  of  the  need  nationwide  for  con- 
struction and  also  with  the  estimates  reported  to  you  by 
ASIWPCA. 

But  not  only  are  there  large  construction  costs  out  there  yet  to 
be  borne  by  local  communities,  the  O  &  M  costs  are  going  up  at  the 
same  time.  In  the  case  of  wastewater  treatment  facilities,  the  O  & 
M  costs  are  doubling  every  eight  years.  When  you  take  the  capital 
and  the  O  &  M  costs  together,  our  local  sewer  rates  are  going  up 
on  an  average  nationwide,  doubling  every  six  years,  and  that  is  a 
between  nine  and  eleven  percent  increase  in  sewer  rates  on  an 
annual  average  for  all  the  cities  in  the  Nation  annually. 

At  Seattle  Metro,  we  embarked  on  a  $1.7  billion  capital  improve- 
ment program  in  1986.  That  came  on  the  heels  of  a  $500  million 
program  that  was  just  completed  with  grants  and  loans — $70  mil- 
lion from  Federal  grants,  a  large  grant  from  the  state,  plus  use  of 
the  State  Revolving  Fund.  We  have  seen  our  rates  go  up  67  percent 
since  1986,  and  another  65  percent  increase  is  expected  by  1997, 
These  rates,  unfortunately,  fall  on  every  household  the  same  re- 
gardless of  their  income.  There  is  no  differential  made  for  anybody 
in  the  community. 

Mr.  Chairman,  the  wastewater  treatment  projects  can  and  do 
create  jobs.  We  can  provide  facilities  that  are  necessary  for  eco- 
nomic growth.  They  are  the  basic  infrastructure  that  allows  growth 
to  occur  in  our  cities.  But  not  only  that,  they  add  value.  They  add 
value  by  protecting  the  environment  and  improving  the  quality  of 
life  for  all  of  our  citizens  that  live  in  our  cities.  $1  billion  in 
wastewater  treatment  system  construction  produces  around  50,000 
jobs.  Seattle  Metro's  largest  project,  a  $600  million  construction 
project  that  is  underway  right  now,  has  300  highly  paid  construc- 
tion workers  on  the  site,  and  by  1995,  we  will  be  adding  50  perma- 
nent operation  and  maintenance  workers. 

But  I  want  to  add  here  that  the  construction  of  wastewater  treat- 
ment facilities  is  not  just  the  pouring  of  concrete.  Those  facilities 
are  full  of  mechanical  and  electrical  equipment.  A  lot  of  steel  goes 
into  those  facilities,  and  that  material,  that  equipment,  those  elec- 
trical components,  all  of  that  comes  from  the  manufacturing  sector, 
and  I  believe  that  economists  would  show  you  that  an  investment 
in  these  kind  of  facilities  has  tremendous  direct  as  well  as  indirect 
benefits  to  the  economy. 

We  also  have  to  realize  that  wastewater  treatment  facilities, 
while  we  finance  them  over  30  or  40  years,  are  100-year  facilities. 
They  are  put  in  the  ground,  and  they  are  there  to  serve  the  com- 
munities for  a  long  time.  So  we  are  talking  trulv  about  investment 
in  the  future,  and  we  need  to  get  on  with  that  job. 

The  infrastructure  investment  for  jobs  and  growth  must  include 
water  and  wastewater  systems.  In  the  short-term,  grants  are 
needed  for  projects  ready  to  go.  We  do  have  projects  ready  to  go,  as 
you  have  already  heard  from  previous  witnesses.  We  need  your 
confidence  that  we  can  do  this.   We   need   EPA  cooperation   to 
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streamline  the  process  and  procedures.  In  the  long  run,  we  support 
the  SRF,  not  by  itself.  We  think  that  there  is  tremendous  potential 
in  the  combination  of  grants  and  loans. 

In  the  State  of  Washington,  the  grant  program  was  established. 
Congresswoman  Unsoeld  was  instrumental  in  establishing  a  Cen- 
tennial Clean  Water  Act  Fund  which  the  state  has  used  to  put  to- 
gether a  combination  of  grant  and  loans  together  with  their  SRF 
fund,  but  it  is  still  not  enough  money.  Metro,  my  city,  has  agreed 
to  take  its  grant  money  over  a  20-year  period.  We  have  also  agreed 
to  take  less  than  50  percent  of  the  SRF  funds  because  there  is 
simply  not  enough  to  share  with  the  other  communities  in  the 
State  of  Washington.  It  is  still  not  enough. 

AMSA  supports  a  larger  Federal  role  in  dedicating  revenue  spe- 
cifically for  water  quality  investments  and  tying  these  sources  to 
the  sources  of  p>ollution.  That  makes  a  lot  of  sense  to  us.  An  in- 
crease provides  a  revenue  source  and  at  the  same  time  it  is  an  in- 
centive to  reduce  pollution.  AMSA  supports  your  assertion  that  a 
Federal  investment  of  $6  billion  annually  is  required.  That  is  not  a 
lot  of  money,  but  we  think  it  would  certainly  boost  this  program. 
Keep  in  mind  that  I  have  one  project  in  my  city  of  a  half  a  billion 
dollars.  That  is  one  project.  Six  billion  is  not  a  lot  when  you  put 
that  in  that  perspective. 

AMSA  supporte  your  recommendation  for  Federal  fund  disburse- 
ment. We  need  to  broaden  the  project  eligibilities,  authorize  a 
broader  array  of  financial  tools,  and  revise  the  current  allocation 
formula.  We  do  look  forward  to  working  with  your  committee  to 
help  you  prepare  this  legislation  and  work  on  this  legislation.  And 
let  me  just  close  by  saying  that  it  is  time  that  Federal  revenue 
sources  be  dedicated  to  funding  the  clean  water  goals  of  the  nation. 
By  doing  so,  we  can  create  jobs.  We  can  provide  the  utility  systems 
needed  for  economic  growth  in  our  cities.  Thank  you  very  much. 

[Statement  of  Mr.  Spencer  may  be  found  at  end  of  hearing.] 

Mr.  Studds.  Thank  you  very  much,  sir.  I  have  to  observe,  I  am 
looking  at  him  suffering  over  there.  The  mayor  on  your  far  right  is 
faced  with  helping  support  a  single  project  whose  price  tag  is  now 
slightly  in  excess  of  $6  billion. 

Mr.  Spencer.  That  is  right. 

Mr.  Studds.  The  next  and  final  member  of  the  panel  is  the  Presi- 
dent of  the  National  Utilities  Contractors  Association  whom  I  sus- 
pect believes  that  his  first  name  is  Jerry,  but  it  looks  like  Gerry  to 
me.  Mr.  Gerry  Dorfman.  Mr.  Dorfman,  welcome. 

STATEMENT  OF  GERRY  DORFMAN.  PRESIDENT,  NATIONAL 
UTILITIES  CONTRACTORS  ASSOCIATION 

Mr.  DoRFTMAN.  Thank  you,  Mr.  Chairman.  It  is  Gerry  Dorfman. 

Mr.  Studds.  Oh,  well. 

Mr.  Dorfman.  I  am  a  contractor  from  southern  California,  and  I 
am  the  President-Elect  of  the  National  Utilities  Contractors  Asso- 
ciation, NUCA,  and  I  am  here  to  testify  on  behalf  of  the  contrac- 
tors, its  suppliers  and  associates  that  are  part  of  our  organization.  I 
am  not  an  economist,  but  I  am  here  to  try  to  tell  you  what  contrac- 
tors are  seeing  out  in  the  country. 
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The  problem  is  twofold,  and  you  have  heard  about  it  from  my 
fellow  panel  members.  It  is  wastewater  and  water.  The  sewers  are 
outdated.  They  are  decaying.  They  are  neglected.  They  are  worn 
out.  I  think  I  can  best  have  you  follow  me  through  a  story  of  a  job 
that  we  did  in  a  very  rural  part  of  northern  California  in  Butte 
County  in  which  under  FMHA  grant  program  this  was  a  job  adver- 
tised that  I  went  to  prospect,  and  it  was  replacing  outdated  sewer 
septic  tanks  at  each  individual  home.  You  would  wonder  how  sur- 
prised I  was  when  taking  the  plans  and  looking  at  each  house,  and 
you  have  to  go  into  the  backyard  so  you  know  what  kind  of  im- 
provement you  are  going  to  take  out  in  order  to  put  a  new  tank  in, 
but  you  couldn't  walk  in  the  yard  for  the  sewage.  And  you  look  up 
and  you  see  children  in  the  house — in  the  kitchen  staring  out  at 
you.  And  I  realized  that  those  children  didn't  have  a  backyard  to 
play  in.  It  is  mind-boggling. 

And  it  was  gratifying  a  year  later  to  be  able  to  go  back  to  that 
community  when  we  sold  the  project,  because  we  were  the  success- 
ful bidder,  and  realize  now  that  there  were  backyards  for  people — 
for  when  the  parents  came  home  to  have  a  barbecue  or  the  chil- 
dren wanted  to  play.  And  unless  you  experienced  that  firsthand,  it 
is  difficult  to  understand  the  impact  of  something  like  that.  That  is 
one  story  of  many,  many  from  my  contractors  throughout  the  coun- 
try about  the  sewer  system. 

You  all  heard  of  combined  sewage  overflows.  Those  were  systems 
designed  many,  many  years  ago,  and  all  as  they  do  now  is  pollute.  I 
did  work  up  in  the  State  of  Oregon  and  watched  many  a  rainy  day 
when  we  had  to  stop  work  where  the  sewage  went  right  into  the 
Willamette  River.  Very,  very  discouraging. 

It  is  not  only  the  sewer  system,  it  is  also  the  domestic  water 
system.  I  brought  with  me  and  behind  me  a  picture  of  a  water  pipe 
from  a  small  community  in  Rhode  Island.  This  pipe  is  100  years 
old.  The  one  behind  me  is  50  years  old.  What  you  are  seeing  is  en- 
crusted corrosion.  That  is  a  water  delivery  system  to  the  citizens  of 
a  community  in  Rhode  Island.  Hard  to  believe. 

Mr.  Studds.  Mr.  Reed  was  having  a  very  nice  morning  until  he 
saw  that. 

Mr.  DoRFMAN.  I  am  sorry.  But  it  is  important  that  you  under- 
stand what  we  are  finding  out  there,  what  exists  out  there.  This  is 
only  one  community.  This  is  happening  all  over  the  United  States 
of  America. 

A  lot  is  spoken  to  the  economic  stimulus,  and  I  am  prejudice  to 
the  extent  that  I  am  a  contractor,  and  I  represent  a  contractors  or- 
ganization and  their  associates  and  supplies.  But  I  want  you  to 
know  that  we  are  but  a  small  part  of  the  picture  of  working  and 
developing  the  infrastructure.  There  are,  when  you  put  a  pipeline 
out  to  bid,  six,  eight,  ten  different  kinds  of  pipe — concrete  pipe  and 
clay  pipe  and  ductile  layer  pipe,  and  who  makes  the  pipe?  The 
manufacturers.  And  who  transports  it  on  trucks  and  what  about 
the  tires  for  the  trucks?  There  are  hundreds  of  thousands  of  people 
available  to  work — poised — the  labor  unions,  operating  engineers. 
Teamsters,  truck  drivers,  laborers,  cement  masons,  carpenters.  All 
these  people  go  to  work  when  you  put  wastewater  pipeline  systems 
out  to  bid. 
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The  important  thing  to  realize,  I  think,  is  that  you  have  a  sewer 
system  and  water  system  that  in  their  present  state  are  what  I 
would  call  devious  partners,  but  I  think  I  went  too  far.  So  I  will 
stop,  and  I  will  accept  questions.  I  am  sorry. 

[Statement  of  Mr.  Dorfman  may  be  found  at  end  of  hearing.] 

Mr.  Studds.  Thank  you  very  much,  sir.  Thank  you.  We  always 
like  pictures  and  maps.  I  thought  that  was  a  NASA  space  flight, 
but  I  didn't  realize  it  was  a  picture  of  Mr.  Reed's  district.  I  think 
we  all  want  to  thank 

Mr.  Reed.  It  is  not  my  district,  Mr.  Chairman.  It  is  Pawtucket, 
isn't  it,  Mr.  Dorfman? 

Mr.  Dorfman.  Yes,  it  is,  sir. 

Mr.  Studds.  We  want  to  thank  you.  It  is  always  with  some  trepi- 
dation when  your  organization  threatens  a  gift  and  considering 
what  it  might  have  been,  we  appreciate  it  very,  very  much. 

Mr.  Dorfman.  You  are  welcome. 

Mr.  Studds.  You  know,  it  just  occurred  to  me  that  this  subject 
didn't  used  to  draw  crowds.  It  was  hardly  the  most  romantic  or 
telegenic  of  the  subjects  which  we  could  address  around  here,  and  I 
think  there  is  real  significance  to  the  fact  that  we  now  have  stand- 
ing room  only  when  we  discuss  water  and  sewer.  This  is  real,  and  I 
think  you  could  almost  palpably  feel  the  pain  on  the  part  of  the 
mayor  here  when  he  is  talking  about  how  a  small  community  in 
concert  with  some  40  or  45  others  is  supposed  to  shoulder  a  $6  bil- 
lion burden — almost  entirely  on  the  shoulders  of  the  individual 
homeowners  and  the  small  businesses  that  attempt  to  prosper 
there. 

We  have  a  very  real  problem,  a  very  major  problem  and  no  very 
easy  solution.  That  tends  to  be  the  nature  of  major  problems.  You 
heard  the  President  last  night.  And  although  we  have  not  seen  the 
fine  print,  I  think  it  is  probably  safe  to  say  that  at  the  moment  no 
one  is  contemplating  anything  on  the  order  of  $6  billion  a  year  out 
of  appropriated  funds  to  address  this  subject.  The  question,  there- 
fore, it  seems  to  me  is  not  do  we  address  this  subject,  we  have  no 
choice.  We  must  address  the  subject.  The  question  then  is  how  in 
the  name  of  all  that  is  holy  do  we  find  plus  or  minus  $6  billion  a 
year  at  least  to  deal  with  a  Federal  statute,  which  I  have  not  heard 
seriously  questioned,  although  the  mayor  suggests,  I  think,  quite 
understandably  in  very  human  ways,  that  if  people  are  asked  to 
pay  for  it  in  impossible  fashions,  they  are  going  to  be  questioning  it 
eventually.  We  may  court  that  kind  of  a  disastrous  set  of  conse- 
quences. 

But  how  do  we  find  the  money?  You  have  before  you  one  possible 
innovative  funding  mechanism,  based  on  the  principle  that  the  pol- 
luter pays.  I  am  by  no  means  wed  to  the  proposition  that  it  is  the 
only  or  necessarily  the  best  method,  but  at  the  moment,  so  far  as  I 
know,  absent  the  Secretarv  of  the  Treasury  stumbling  upon  an  un- 
expected $6  billion  in  his  desk  drawer,  there  is  no  other  proposition 
in  the  city  that  I  know  of  that  might  realistically  vield  the  kinds  of 
revenues  that  I  suspect  everyone  in  this  room  understands  that  we 
must  find. 

So  my  first  question,  and  it  is  to  all  of  you,  is  do  you — and  be  as 
specific  as  you  possibly  can — some  of  you  have  indicated  that  you 
are  not  sure  you  can  yet,  and  some  of  you  have  indicated  that  you 
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have  some  reservations  about  some  of  the  component  parts  of  the 
funding  mechanism  before  you — do  you  agree  with  it?  Do  you  not? 
And  if  not,  where  do  you  suggest  we  get  $6  billion  a  year?  I  ask 
this  realizing  the  magnitude  of  the  question,  but  it  is  the  question 
we  have  to  answer,  and  I  suspect  that  we  have  got  to  answer  it  this 
year  because  there  will  come  a  time  when  you  cannot  squeeze  addi- 
tional blood  from  the  proverbial  stone,  and  we  are  very  close  to 
that  in  some  of  our  communities  as  you  have  heard.  Mayor  Sheets? 

Mr.  Sheets.  Mr.  Chairman,  I  would  simply  say  that  this  burden 
has  to  be  equitably  shared,  and  the  redistribution  of  wealth  in  this 
country  has  always  really  occurred  through  either  fees  or  taxes, 
and  I  think  that  for  a  number  of  years  now  we  have  just  somehow 
believed  that  we  could  expand  services  and  increase  the  cost  of 
services  and  not  increase  taxes  or  fees.  And,  very  clearly,  if  we  are 
going  to  fund  $6  billion  annually,  we  are  going  to  have  to  find  a 
source  for  that,  and  certainly  as  far  as  I  am  concerned,  the  sources 
that  have  been  identified  in  this  program,  I  think,  are  very,  very 
equitable.  Those  who  add  to  pollution  should  pay,  and  I  believe 
that  we  are  going  to  have  to  adopt  that  if  we  are  going  to  see  $6 
billion  made  available  to  the  communities  of  this  country. 

Mr.  Studds.  Anyone  else?  This  is  sort  of  the  "the"  question.  Mr. 
Spencer. 

Mr.  Spencer.  The  AMSA  organization  clearly  believes  that  the 
"polluter  pays"  is  a  very  good  concept.  It  hasn't  adopted  a  specific 
resolution  with  regard  to  that,  but  we  clearly  feel  that  it  is  an  ex- 
cellent concept  and  that  we  need  to  have  dedicated  to  Federal  reve- 
nue sources.  The  State  of  Washington  enacted,  in  the  early  '80's,  a 
grant  program  that  is  based  upon  cigarette  tax.  You  might  wonder 
what  has  that  got  to  do  with  "polluter  pays,"  but  I  invite  you  to 
come  out  to  look  at  my  treatment  plants  where  we  have  a  com- 
bined system,  and  I  can  demonstrate  quite  clearly  to  you  that,  in 
fact,  that  cigarettes  are  a  part  of  the  waste  stream. 

In  the  Seattle  area,  we  would  very  much  support  a  concept  of  the 
polluter  pays  as  a  way  to  help  finance  these  programs.  We  would 
want  to  make  sure  that  it  is  established  in  a  way  that  doesn't  drive 
our  industries  out  of  our  area  or  that  the  revenue  sources  don't  end 
up  going  to  other  places,  and  it  doesn't  help  the  industrial  or  eco- 
nomic base. 

Mr.  Studds.  Let  me  encourage  your  group  and  its  members  and 
everyone  else  to  try  to  develop  a  specific  position  quickly.  I  believe 
that  this  is  the  year  for  us  to  act,  both  because  the  problem  is  so 
pressing  and  so  imminent  in  so  many  places,  and  for  a  lot  of  other 
reasons  unrelated  to  this  particular  problem.  I  think  this  is  the 
year  for  innovation  and  for  thinking  in  imaginative  and  new  terms, 
and  I  fear  that  if  we  do  not  act  this  year,  it  will  be  very,  very  diffi- 
cult to  do  thereafter. 

Mr.  Spencer.  Well,  we  really  appreciate  your  leadership,  and  we 
will  definitely  move  forward  and  address  this  question  very  quick- 
ly. 

Mr.  Studds.  I  appreciate  that.  We  are  going  to  break  in  a 
moment.  I  want  to  give  other  people  a  chance  to  respond.  I  want  to 
point  out  to  members  that  the  light  system  applies  to  members  and 
Chairs  and  ranking  members  as  well.  I  don  t  know  why  the  staff 
member  forgot  it.  I  did  not.  We  will  let  the  panel  conclude  their 
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answer  to  this  question.  We  will  recess  for  10  minutes  in  order  to 
allow  members  to  get  to  the  vote  and  back.  Well,  the  new  average 
age  is  younger.  Nine  minutes  ought  to  do  for  that,  and  then  we  will 
resume.  Anyone  else  want  to  conclude  with  this  question?  Mr. 
Hart. 

Mr.  Hart.  Mr.  Chairman,  in  the  State  of  New  Jersey  we  do  sup- 
port the  concept  of  polluter  pays.  Our  only  caution  along  those 
lines  are  that  85  percent  of  our  Department's  operating  budget 
right  now  revolves  around  that  principle.  We  only  get  15  percent  of 
operating  funds  from  appropriations — from  the  legislature,  and 
that  is  starting  to  cause  us  problems  as  far  as  the  challenges  of  the 
inequities  and  the  fee  system  and  the  driving  of  industries  out  of 
this  state  and  things  of  that  nature.  We  do  support  the  polluter 
pays  concept. 

I  would  also  like  to  follow  up  on  the  mayor's  first  comments,  that 
we  also  hear  the  same  questions  from  all  of  our  public  hearings 
now  of  these  things  are  starting  to  get  too  costly  for  the  average 
citizen.  And  I  do  believe  that  the  Clean  Water  Act  is  not  flawed.  I 
think  we  could  squeeze  money  out  of  doing  a  better  job  in  our 
prioritization  of  the  things  we  are  going  to  deal  with  as  well  as  just 
the  administrative  and  mechanical  burdens  that  we  put  ourselves 
through  in  implementing  the  Clean  Water  Act. 

Mr.  Studds.  Let  me  just  make  one  observation.  If  I  understood 
you  correctly,  when  you  expressed  your  fear  about  raising  the  fees 
to  the  point  where  you  might  be  driving  industries  out  of  the  state, 
I  think  implicit  in  that  may  well  lie  an  argument  for  uniform  na- 
tional leverage. 

Mr.  Hart.  I  think  that  would  help  tremendously  because  in 
tr5ring  to  run  a  polluter  pays  fee  system  in  our  state,  having  the 
national — just  a  national  floor  on  that  would  help  us  out  tremen- 
dously. 

Mr.  Studds.  It  does  not  seem  to  make  much  sense  to  put  commu- 
nities in  situations  where  they  have  to  disadvantage  themselves 
vis-a-vis  other  regions.  By  the  same  token,  Ms.  Margerum,  if  I 
recall  your  testimony,  you  expressed  unhappiness  with  that  con- 
cept? 

Ms.  Margerum.  No.  The  National  League  of  Cities  supports  the 
idea  of  the  polluter  pays.  Our  concern  was  with  placing  fees  on 
toxic  industrial  discharges  £is  a  possible  source  for  local  wastewater 
plants  to  also  derive  revenue  from  that  source. 

Mr.  Studds.  Where  else  would  we  turn? 

Ms.  Margerum.  Well,  this  would  be — no,  we  agreed  on  the  prin- 
ciple of  excise  taxes  on  polluting  products.  We  agreed  with  that, 
and  we  just  had  some  reservations.  We  don't  have  a  firm  position 
on  that  but  would  be  glad  to  get  back  to  you. 

Mr.  Studds.  Let  me  urge  you  to  try  to  get  one  and  to  help  us 
because 

Ms.  Margerum.  Because  we  feel  also  that  by  putting  it  on  prod- 
ucts, that  may  encourage  manufacturers  then  to  seek  other  kinds 
of  products  that  would  not  be  as  polluting.  It  would  solve  two  prob- 
lems. 

Mr.  Studds.  Anyone  else? 
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Mr.  DoRFMAN.  Mr.  Chairman,  NUCA  also  supports  the  direct 
revenue  source,  and  in  connection  with  that,  we  are  reviewing 
other  proposals  that  we  would  like  to  submit  to  your  staff. 

Mr.  Studds.  We  would  appreciate  that.  Mr.  Ostler? 

Mr.  Ostler.  Mr.  Chairman,  just  to  make  sure,  on  behalf  of  the 
states,  I  think  the  states  recognize  the  economic  realities  and  do 
recognize  the  viability  of  fees  as  a  way  to  partially  solve  the  prob- 
lems that  we  are  facing  in  clean  water.  The  way  the  fees  are  ap- 
plied, I  think,  is  very  important,  and  those  details  need  to  be  re- 
viewed and  evaluated  so  that  it  is  done  fairly  and  equitably. 

Mr.  Studds.  I  appreciate  that.  My  time  has  expired,  and  we  will 
recess  for  approximately  nine  minutes  and  then  resume. 

[Recess.] 

Mr.  Studds.  We  will  resume,  and  we  will  continue  questioning 
with  our  distinguished  ranking  member,  the  gentleman  from  New 
Jersey. 

Mr.  Saxton.  Thank  you,  Mr.  Chairman,  and  let  me  first  apolo- 
gize for  not  having  been  here  at  the  outset,  but  I  understand  that 
Mr.  Ravenel  took  care  of  my  duties,  and  I  would  like  to  welcome 
Dennis  Hart  here  from  my  home  state  of  New  Jersey. 

My  question,  I  think,  goes  to  how  we  prioritize  and  whether 
there  needs  to  be  a  Federal  rule  or  whether  that  is  best  left  in  the 
hands  of  the  states,  which  I  suspect  may  be  the  answer,  but  par- 
ticularly in  the  northeastern  part  of  the  United  States  and,  in  par- 
ticular, New  York,  New  Jersey,  and  Connecticut  where  the  popula- 
tion is  so  dense  and  where  we  see  evidence  of  combined  sewer  over- 
flow problems  along  the  coast  and  in  the  bays  and  estuaries,  and 
where  we  see  the  CSO  problem  manifest  itself  to  such  a  degree. 
Mr.  Hart,  is  there  a  mechanism  that  we  have  on  a  regional  basis  as 
to  how  we  prioritize?  Do  we  need  a  regional  approach  to  these 
kinds  of  issues,  or  is  the  current  system  working  well  in  terms  of 
prioritizing  what  needs  to  get  done? 

Mr.  Hart.  Well,  I  think  the  current  system  works  well  in  priori- 
tizing who  wants  to  do  something,  and  that  is  one  of  the  problems 
we  have  with  the  system.  Right  now  in  New  Jersey  there  are  300 
CSO  outfalls  in  New  Jersey,  and  the  priority  system  right  now,  we 
have  a  ranking  system  on  environmental  impact,  but  it  revolves 
around  who  is  coming  in  to  do  their  projects,  and  we  have  a  more 
difficult  time  in  prioritizing  what  we  would  like  to  fund.  So  I  would 
still  think  it  should  be  done  on  a  state  basis,  but  we  do  need  to 
factor  in  the  overall  priorities  of  what  needs  to  get  done. 

Mr.  Saxton.  Are  we  making  progress  in  any  real  sense  of  the 
word  in  dealing  with  CSO's,  and,  if  so,  how  do  you  measure  that 
progress? 

Mr.  Hart.  Yes.  We  have  made  progress  in  the  individual  deal- 
ings with  some  of  the  individual  CSO  s,  but  I  think  that  is  really 
for  New  Jersey  is  where  the  real  higher  costs  are  going  to  be  in 
dealing  with  the  solids  and  floatables  issue  at  a  minimum  at  CSO's. 
It  is  going  to  be  a  large  infrastructure  need  for  the  state.  We  have 
made  some  individual  progress  in  just  fixing  the  regulators  at 
CSO's.  In  the  city  of  Perth  Amboy,  in  particular,  recently  we  were 
able  to  lift  their  sewer  ban  and  allow  a  multimillion  dollar  public 
housing  project  to  go  in  simply  because  the  CSO's  weren't  able  to 
be  fixed  for  a  number  of  years. 
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Mr.  Saxton.  Now,  Mr.  Dorfman  mentioned  the  problem  with 
septic  tanks  and  individual  sewer  systems  that  failed  to  work  in 
the  tri-state  area.  Has  that  problem  diminished  to  any  degree,  or  is 
that  still  a  major  concern  that  we  need  to  deal  with? 

Mr.  Hart.  I  am  not  sure  of  the  level  of  concern,  but  it  still  is  a 
concern  for  the  state  especially  along  the  areas  of  the  bays  where 
you  have  septic  systems  that  are  readily  discharging  into  bays,  and 
we  have  an  enforcement  effort  that  goes  out  and  tries  to  find  them 
and  then  get  those  tied  into  local  sewage  authorities.  On  a  state 
the  generates  a  lot  of  drinking  water  from  groundwater,  it  is  still 
an  issue  for  us. 

Mr.  Saxton.  Anyone  else  care  to  comment  on  either  of  those 
questions?  I  have  another  question.  As  members  of  this  committee 
know  and  as  many  people  outside  of  this  committee  know,  the 
issue  of  dumping  sewage  sludge  in  the  ocean  in  the  northeast  has 
fmally  come  to  an  end,  and  I  might  add  that  it  is  my  belief  that 
without  this  committee  taking  such  a  great  interest  in  that  subject 
that  sewage  sludge  would  probably,  in  all  likelihood,  still  find  its 
way  into  the  ocean.  And  so  we  take  some  degree  of  pride  as  com- 
mittee members  in  making  sure  that  sewage  sludge  is  now  out  of 
the  ocean.  I  know  that  there  was  some  degree  of  consternation 
among  those  who  were  previous  dumpers  as  to  what  they  were 
going  to  do  with  their  sludge.  Can  you  tell  us  in  just  a  few  words 
what  kind  of  progress  has  been  made,  how  expensive  it  is,  what 
processes  there  are  to  deal  with  that  humongous  problem  that  we 
were  told  couldn't  be  dealt  with? 

Mr.  Hart.  Yes,  absolutely.  I  think  you  are  right,  that  the  Federal 
and  state  effort  and  the  effort  of  this  committee  did  a  tremendous 
job  in  ending  the  ocean  dumping  of  sludge.  In  New  Jersey  right 
now,  22  percent  of  our  state  sludge  is  beneficially  reused  into  a 
product  form,  whether  it  is  for  land  application  or  landfill  reclama- 
tion or  just  for  free  market  distribution  to  the  general  public.  The 
folks  that  were  discharging  into  the  ocean — were  dumping  in  the 
ocean  represents  60  percent  of  the  state's  sludge  generation.  We 
are  under  Federal  and  state  consent  agreements  with  those.  The 
Middlesex  Utilities  Authority  is  already  on  board  with  their  sludge 
processing  facility  that  they  use  as  well  as  Rahway  Valley  is  just 
coming  out  of  being  or  they  are  just  in  compliance  in  meeting  the 
requirements  of  the  consent  order. 

All  of  those  authorities  are  now  working  on  beneficial  reuse  of 
sludge.  We  have  a  policy  in  the  state  that  we  are  not  going  to  en- 
tertain incinerators  for  quite  a  long-term  where  it  comes  to  sludge. 
Our  goal  right  now  as  these  former  ocean  dumpers  come — right 
now  they  are  all  in  some  stage  of  a  beneficial  reuse  project  to  see  if 
their  sludge  can  be  reused.  When  they  are  complete,  and  I  do  think 
that  we  will  be  going  to  beneficial  reuse  for  the  most  part,  we  will 
jump  to  about  80  percent  of  the  state's  sludges  will  be  in  beneficial 
reuse.  They  are  expensive  projects.  In  many  instances,  they  are 
much  more  expensive  than  an  incinerator. 

The  Burlington  County  project  in  and  of  itself  was  originally 
costed  out  at  as  a  $100  million  sludge  composting  facility.  It  has 
been  scaled  back  to  50  to  60  million,  but  it  is  still  a  tremendous 
cost.  And  our  big  effort  right  now  is  not  only  that  but  opening  up 
the  markets  for  the  product. 
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Mr.  Saxton.  Thank  you  very  much,  Mr.  Chairman.  My  time  has 
expired.  Thank  you,  Mr.  Hart. 

Mr.  Studds.  I  thank  the  gentleman.  We  will  try  to  keep  to  our — 
oh,  well,  for  heaven's  sake.  I  forgot  the  rule.  If  a  constituent  is 
seeking  recognition,  the  gentleman  from  New  Jersey  still  has  time. 
Mayor  Sheets  wants  to  respond. 

Mr.  Saxton.  Yes,  Mayor? 

Mr.  Sheets.  To  the  gentleman  from  New  Jersey,  we  are  ending 
the  dumping  of  sewage  sludge  into  Boston  Harbor.  It  is  costing  us 
$7  billion,  and  perhaps  you  missed  my  earlier  comment,  but  the 
local  residents  and  businesses  are  picking  up  92  percent  of  that, 
and  the  average  family  now  pays  between  $500  and  $600  a  year  in 
water  and  sewer  fees  clearly  indicating  that  while  the  problems 
while  may  identified  at  either  the  Federal  or  state  level,  certainly 
the  solutions  in  terms  of  funding  have  to  be  much  broader-based 
than  that,  and,  obviously,  that  is  why  we  are  here. 

And  just  for  additional  information,  the  process  that  is  being 
used  by  the  Massachusetts  Water  Resources  Authority  in  not  put- 
ting that  sludge  back  into  Boston  Harbor  and  Quincy  Bay  is  taking 
60,  70  ton  of  sludge  a  day  and  pelletizing  it — creating  pellets  and 
then  marketing  those  pellets.  Now,  the  problem  with  that  process 
is  that  that  is  extraordinarily  expensive,  number  1,  and,  number  2, 
sometimes  it  doesn't  work  well  because  you  are  dealing  with  vol- 
umes that  you  have  never  had  to  deal  with  before  in  terms  of  the 
storage  of  pellets  and  so  forth. 

What  we  are  finding  is  if  we  look  at  taking  sludge  cake  and  not 
pelletizing  it,  we  can  landfill  that  material  much  cheaper.  And  be- 
cause of  the  cost  of  the  whole  operation,  which  will  ultimately  be 
$7  billion,  the  MWRA  is  working  with  us  now  trying  to  find  a 
much  cheaper  way  to  deal  with  that  end  product  which  is  simply 
the  landfiUing  of  sludge  cake.  And  that  is  all  being  driven  by  cost. 

Mr.  Studds.  I  thank  the  gentleman.  I  am  going  to  try  to,  as  best 
I  can  remember  it,  follow  our  longst€uiding  rule  of  recognizing 
members  in  order  of  their  loyal  appearance  at  the  outset.  The  gen- 
tlewoman from  Washington  I  think  is — ^you  think  it  is  the  gentle- 
man from  Rhode  Island  who  has  been  abused  and  rebuked  and 
scorned  throughout  the  morning  so  the  gentleman  from  Rhode 
Island  is  recognized. 

Mr.  Reed.  "Thank  you,  Mr.  Chairman.  I  would  first  like  to  thank 
Mr.  Dorfman  on  behalf  of  the  Pawtucket  Chamber  of  Commerce 
for  his  interesting  display,  and  as  I  said,  Pawtucket  is  not  in  nriy 
district,  but  it  gives  me  no  comfort  at  all  that  it  is  not  in  my  dis- 
trict because  thousands  of  Rhode  Islanders  for  many,  niany  weeks 
were  without  water.  I  can  recall  stopping  at  a  fire  station  in  Paw- 
tucket to  check  with  some  firefighters  and  suddenly  seeing  all 
these  people  streaming  in  and  streaming  out — sort  of  an  unusual 
traffic  pattern.  Then  it  dawned  on  me  that  they  were  going  to  pick 
up  their  bottled  water  because  they  had  no  water.  And  I  also  take 
no  comfort  in  it  because  a  few  days  later,  literally,  there  were  epi- 
sodes in  other  parts  of  my  district  where  rural  systems  had  been 
compromised  because  of  leaching  into  their  wells.  So  I  think  what  I 
am  saying  and  what  every  member  of  this  committee  is  saying  is 
the  problem  is  very  real  and  substantial.  What  has  not  yet  been 
real  and  substantial  is  Federal  assistance  to  solve  it.  But,  again. 
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thank  you  for  keeping  Rhode  Island  in  the  forefront  of  this  mighty 
struggle. 

I  have  a  general  question,  and  I  think  the  municipal  officials 
might  be  more  primed  to  answer  it.  My  presumption  is  that  there 
are  differential  charges  for  residential  users  versus  commercial 
users,  and  the  commercial  users  pay  higher  sewer  fees.  I  wonder  if 
there  is  a  further  presumption  that  polluters  in  the  category  of 
commercial  users  would  pay  even  higher  fees,  i.e.,  that  at  the  local 
level  you  are  doing  something  like  the  Chairman  is  proposing.  In 
the  experience  of  the  mayors  and  of  the  state  officials,  are  there 
differential  polluter  pay  more  fees  in  terms  of  these  local  sewage 
charges?  Mayor  Margerum? 

Ms.  Margerum.  I  was  going  to  say  in  terms  of  the  charges,  ours 
is  on  a  per  gallonage  basis  so  that  we — just  the  sewer  charges 
themselves  are  not.  We  do  not  charge  additional  fees  to  industrial 
toxic  waste  discharge,  but  I  believe  that  some  other  communities 
do  and  that  that  was  the  concern  that  I  had. 

Mr.  Reed.  So  in  your  community  basically  it  is  just  per  gallon  so 
it  is  the  same  fee  for  residents,  same  fee  for,  you  know,  clean  indus- 
try, same  fee  for  dirty  industry? 

Ms.  Margerum.  Yes.  It  is  based  on  the  pipe  size. 

Mr.  Spencer.  In  the  Seattle  Metro  area,  we  have  a  uniform  rate 
that  is  based  upon  a  monthly  gallonage.  So  a  commercial  user 
would  be  measured  in  terms  of  their  residential  customer  equiva- 
lent. But  we  do  charge  them  a  surcharge  if  they  have  a  high 
strength  waste,  and  we  also  charge  a  fee  for  the  cost  of  administer- 
ing our  pretreatment  enforcement  program. 

Mr.  Reed.  Anyone  else?  Mayor  Sheets? 

Mr.  Sheets.  In  Quincy  and  the  MWRA  District,  really,  the 
charge  is  based  on  the  gallonage  of  water  used.  There  is  no  differ- 
entisd  for  residential  and  commercial. 

Mr.  Reed.  It  seems  to  me,  again,  that  the  Chairman  is  proposing, 
I  think,  a  very  novel  and  worthwhile  attempt  to  internalize  the 
cost  to  those  people  who  are  generating  the  cost,  but  it  might  make 
more  sense  anal3rtically  at  the  very  closest  level  to  these  costs  to 
start  differentiating  and  making  the  polluter  pay.  And  Mr.  Spencer 
sort  of  does  that  in  a  way  in  Seattle,  but  I  would  suspect  across  the 
country  that  that  is  not  being  done,  and  that  might  be  an  alterna- 
tive complementary  approach  to  what  we  are  proposing  up  here — 
just  a  comment. 

Mr.  Spencer.  Yes.  That  is  why  we  sav  our  area  can  support  the 
concept  of  the  polluter  pays,  and  I  think  the  gentleman  from  New 
Jersey  here  made  the  point  very  well  that  in  order  to  make  that 
really  work  on  an  equitable  basis,  there  needs  to  be  a  national 
baseline  so  that  one  area  isn't  charging  an  industry  in  other  area 
and  then  you  cause  them  to  flee.  And  we  don't  want  to  make  that 
happen. 

Mr.  Reed.  So  your  point  would  be  that  this  is  equitable  because, 
and  I  see  the  logic  to  it,  that  there  would  not  be  the  opportunity  to 
escape  and  evade? 

Mr.  Spencer.  That  is  right.  That  is  the  fundamental  of  the  Clean 
Water  Act.  That  is  why  we  moved  toward  national  standards. 

Mr.  Reed.  Let  me  just  take  another  line  of  questioning  because 
the  time  is  limited,  and  that  is  Mr.  Spencer  mentioned  that  he  saw 
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cost  increases  in  terms  of  O  &  M,  and  just  a  general  across-the- 
board  question,  what  are  the  forces  that  are  driving  your  cost  up? 
Is  it  capital  requirements?  Is  it  Federal  Courts  telling  you  to  build 
more  treatments,  or  is  it  just  O  &  M  which  is  something,  again, 
that  might  be  controllable  at  the  local  level  more  so  than  at  the 
national  level? 

Mr.  Spencer.  Well,  it  is  all  of  the  above,  but  when  you  go  to  sec- 
ondary treatment,  you  suddenly  have  huge  energy  costs,  and  those 
energy  costs  drive  your  O  &  M  up.  The  systems  we  are  building 
and  the  reliability  they  have  to  have  require  a  tremendous  amount 
of  expertise  in  the  operation  of  those  systems  so  that  really  drives 
the  O  &  M.  The  Federal  requirements,  of  course,  are  behind  that, 
and  we  are  not  obiecting  to  the  need  to  get  to  secondary  treatment 
or  to  control  combined  sewer  overflows.  But  when  you  do  install 
those  capital  facilities,  they  then  have  a  high  operating  cost.  And 
believe  me,  the  cities  have  yet  to  see  the  enormous  effect  of  operat- 
ing costs  after  they  build  these  facilities. 

Mr.  Reed.  Mayor,  quickly,  because  I  have  one  more  question. 

Ms.  Margerum.  Yes.  All  of  those  same  problems  that  the  cities 
have  are  the  number  of  mandates  that  we  are  having  to  meet  all  at 
the  same  time,  and,  you  know,  they  range  the  whole  thing  from 
pretreatment  to  all  of  the  other  requirements  for  our  NPDS 
permit,  removing  nitrogen,  removing  chlorine,  adding  chlorine, 
meeting  all  of  those  requirements.  All  of  them  are  hitting  us  at  the 
same  time,  and  each  one  of  them  is  costly. 

Mr.  Reed.  Thank  you  very  much.  My  time  has  expired.  Mr. 
Chairman? 

Mr.  Studds.  Thank  you,  sir.  The  gentleman  from  South  Carolina, 
Mr.  Ravenel. 

Mr.  Ravenel.  Thank  you,  Mr.  Chairman.  I  represent  coastal 
South  Carolina  and  among  other  places,  Charleston.  Charleston 
Harbor  is  in  my  district.  And  back  when  I  was  a  teenager  during 
the  '40's  and  you  would  water  ski  there,  our  harbor  and  the  rivers 
leading  into  it  were  so  polluted  that  if  you  did  not  shower  within 
an  hour  or  hour  and  a  half  after  you  water  skied,  you  would  break 
out  in  a  rash  all  over  your  skin. 

So  in  the  early  '50's  right  after  the  war,  we  got  started  on  clean- 
ing up  our  harbor  and  the  tributaries  and  all  that  lead  into  it,  and 
some  of  you  have  probably  been  there,  and  you  know  we  have  a  lot 
of  them.  And  this  was  long  before  the  Clean  Water  Act  was  passed, 
and  as  a  consequence,  our  harbor  is  relatively  clean  and  getting 
cleaner.  We  swim  in  it.  We  fish  in  it.  We  eat  the  fish  from  it  and 
not  lifted  the  shellfish  ban,  but  that  is  very  close  to  doing  that. 
And  most  of  our  major  facilities  were  built  in  the  '50's  and  '60's 
being  constantly  upgraded  and  improved,  and  we  finance  that,  of 
course.  Any  Federal  money  we  can  get,  we  certainly  use,  but 
impact  fees  now  to  developers,  general  revenue  bonds,  and  general 
obligation  bonds  and,  of  course,  revenue  bonds  are  funding  the  im- 
provements. 

My  question  to  Mayor  Sheets  is  how  in  the  world  did  Boston 
Harbor  get  so  terribly  polluted,  and  when  did  you  all  get  started  on 
trying  to  clean  it  up?  What  caused  it,  sir? 

Mr.  Sheets.  I  think  you  should  direct  that  question  to  Mayor 
Flynn.  But,  obviously,  number  1,  you  have  to  take  into  consider- 
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ation  the  character  of  the  harbor  and  the  number  of  cities  and 
towns  really  that  pollute  the  harbor,  and  you  also  have  to  look  at 
the  authority  that  has  traditionally  been  responsible  for  that.  In 
the  city  of  Quincy  and  on  the  south  shore,  that  was  the  Metropoli- 
tan District  Commission,  and  that  was  a  public  authority  over 
which  the  cities  and  the  towns  had  absolutely  no  control. 

And  I  will  tell  you  a  true  story.  Our  city  solicitor  was  jogging  on 
the  beach  of  Quincy  Bay,  and  he  stepped  in  human  excrement  and 
came  back  and  told  my  predecessor.  Mayor  McCauley,  about  the 
experience.  And  we  simply  then  sued  the  MDC.  That  suit  was 
joined  by  a  number  of  other  associations.  We  happened  to  win  that 
suit,  and  that  was  a  two-edged  sword  because  we  are  now  cleaning 
up  Boston  Harbor  as  a  result  of  that  suit  under  Court  Order  and 
have  a  very  narrow  and  restricted  time  frame  to  do  so.  We  have  no 
opportunity  even  to  string  out  some  of  those  costs.  Those  costs  are 
really  tied  into  the  end  of  this  century.  You  are  looking  at  $7  bil- 
lion. 

So,  quite  frankly,  from  our  perspective,  the  issue  wasn't  drawn 
by  a  city  or  a  town  but  was  drawn  by  a  public  authority,  the  MDC, 
which  simply  refused  to  keep  its  sewage  treatment  facilities  updat- 
ed and  allow  those  facilities  to  pollute  not  only  Quincy  Bay  but 
Boston  Harbor.  In  any  major  rainstorm,  thev  would  simply  open 
the  outfalls,  and  the  raw  sewage  would  be  dumped  into  the  bay. 
That  had  been  going  on  for  years  and  years.  That  is  why  the  solici- 
tor had  that  experience.  That  is  why  we  filed  the  lawsuit.  And, 
frankly,  that  is  why,  you  know,  we  were  not  part  of  the  earlier 
Title  II  program  because  our  lawsuit  came  just  at  the  tail  end  of 
that  program  so  there  was  no  Federal  money  available.  And  that  is 
why  we  are  bearing  and  the  cities  and  towns  92  percent  of  a  $7  bil- 
lion cost. 

Mr.  Ravenel.  I  can  certainly  appreciate  your  problem,  but,  you 
know,  it  just  seems  to  me  like  the  people  who  messed  it  up  ought  to 
be  the  people  who  clean  it  up.  Down  where  I  come  from,  we  don't 
have  polluters  because  we  are  so  zealous  in  trying  to  improve  the 
quality  of  our  waters  both  inland  and  along  the  coast,  and  those 
who  were  once  polluters  are  not  just  discharges.  And  I  don't  believe 
that  in  my  area  the  legislation  under  consideration  would  yield  too 
much  money,  you  know,  down  there.  Of  course,  I  can  appreciate 
you-all's  problem  and  sympathize  with  you  about  it.  Yes? 

Mr.  Spencer.  May  I  add?  Seattle  Metro  was  formed  in  the  early 
'60's  because  Lake  Washington  was  fouled,  and  when  I  was  going 
to  college  at  the  University  of  Washington,  you  had  to  roll  your 
window  up  on  your  car  to  go  across  the  bridge  on  the  lake  because 
it  smelled  so  bad.  And  the  citizens  in  that  area  entirely  with  local 
funds  did  the  cleanup.  And  Seattle  Metro  has  received  very  little 
Federal  funding  over  the  years. 

But  the  national  requirements  of  secondary  treatment,  the  added 
requirements  of  combined  sewer  overflow  control,  the  requirements 
of  sediment  cleanup,  the  recent  settlement  of  the  lawsuit  with 
NOAA  over  damage  to  marine  resources  has  put  an  enormous 
burden  on  the  citizens  on  that  area,  and  the  rates  are  going  up 
there,  and  the  Federal  funding  would  be  necessary.  I  guess  I  would 
conclude,  Mr.  Congressman,  that  the  entire  nation  is  going  to  bene- 
fit by  a  program  that  will  help  fund  this  kind  of  infrastructure  be- 
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cause  it  improves  the  quality  of  life  for  everybody.  I  think  the  folks 
in  Charleston  ought  to  be  proud  that  they  can  go  to  Boston  or  can 
go  to  Seattle  and  know  that  the  water  is  clean,  and  we  are  certain- 
ly proud  to  know  that  Charleston  is  a  place  we  can  go  and  water 
ski.  I  think  it  is  a  benefit  to  all  of  us. 

Mr.  Ostler.  Mr.  Chairman,  I  am  sorry  to  interrupt,  but  I  need  to 
ask  you  if  I  may  be  excused?  I  have  got  another  commitment  at 
noon  across  town  with  a  meeting  of  the  50  states  discussing  some  of 
these  same  issues  along  with  Senator  Baucus.  I  apologize,  but  I  will 
need  to  go  over  there.  I  would  like  to  compliment  your  staff  on  the 
help  that  they  have  been  to  the  states  in  what  we  have  done  up  to 
this  point.  I  invite  you  or  your  staff,  if  you  have  time  today  or  to- 
morrow, to  join  us  and  discuss  these  polluter  fees — if  that  were  ix)s- 
sible. 

Mr.  Studds.  We  appreciate  that  very  much.  You  are,  of  course, 
excused.  We  appreciate  your  testimony,  and  I  hope  you  will  say  the 
same  thing  again  to  the  Senator  from  Montana. 

Mr.  GiLCHREST.  Mr.  Chairman? 

Mr.  Studds.  Yes. 

Mr.  GiLCHREST.  This  is  a  gentleman  that  I  had  some  questions 
for,  and  that  is  why  I  came  back.  But  if  you  are  going  to  be  here 
for  the  next  couple  of  days,  if  we  could  hook  up — we  don't  have  to 
do  it  now,  but  I  would  like  to  talk  to  you  about  your  ideas  for 
grants  versus  State  Revolving  Loan  Fund  and  the  combination 
thereof.  If  we  can  get  in  touch  with  you  in  the  next  day  or  so,  I 
would  appreciate  it. 

Mr.  Ootler.  We  will  be  happy  to  do  that. 

Mr.  GiLCHREST.  Thank  you. 

Mr.  Studds.  Thank  you,  sir.  Let  me  say  to  the  gentleman  from 
South  Carolina  that  he  better  work  hard  on  understanding  our-all's 
problem  or  else  our-all's  invitation  to  him-all  to  come  and  meet  a 
whale  will  be  withdrawn.  Will  the  gentlewoman  from  Washington 
accept  recognition  at  this  point? 

Mrs.  Unsoeld.  Yes.  Thank  you  very  much,  Mr.  Chairman,  and 
welcome,  John.  I  wish  I  had  had  in  1985-86  a  group  such  as  this 
panel  behind  me  when  in  view  of  the  Federal  funds  that  had  very 
generously  been  matched  with  state  and  local  funds  to  put  in  a  lot 
of  the  secondary  treatment  facilities,  and  I  saw  that  shrinking  to 
virtually  nothing,  wanted  two  things  from  a  state  fund:  One,  a  pay- 
as-you-go  system  and,  second,  a  revenue  stream  that  was  going  to 
stay  equal  to  the  demands  of  the  future. 

As  a  new  member  of  the  state  legislature,  I  succeeded  in  killing 
it  the  first  year  because  I  couldn't  get  either  of  those  two  principles 
established.  And  as  we  came  back  the  second  year,  the  Senate  was 
finally  convinced.  My  proposal  had  been  for  a  25  cents  per  $1,000 
property  tax,  and  I  felt  that  had  a  chance  of  growing,  and  I 
thought  it  was  the  size  of  a  pool  that  we  would  need.  But  the 
Senate  balked  at  the  property  tax,  and,  frankly,  the  cities  and  the 
others  that  I  was  trying  to  benefit  were  not  there  to  support  it. 

I  won  on  the  principle  of  pay-as-you-go,  but  the  Senate  insisted 
on  the  cigarette  tax,  and  there  w£U3,  as  Mr.  Spencer  pointed  out, 
probably  no  relationship  between  clean  water  and  cigarettes,  but 
money  is  money,  and  we  took  it  wherever  we  could  get  it.  But,  Mr. 
Spencer,  I  think  you  will  agree  with  me  that  probably  that  is  a  di- 
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minishing  fund,  and  it  is  certainly  not  one  that  keeps  up  with  the 
needs. 

Mr.  Spencer.  Yes.  That  is  a  bittersweet  thing.  We  are  glad  to  see 
the  reduction  in  the  smoking  and  the  revenue  has  gone  down,  but 
on  the  other  hand,  it  has  provided  around  $40  million  a  year.  If 
you  can  believe  five  cents  on  a  package  of  cigarettes  produces  $40 
million  in  one  state,  that  is  a  lot  of  money. 

Mrs.  Unsoeld.  But  the  25  cents  per  $1,000  would  have  kept  up 
with  it. 

Mr.  Spencer.  Right.  Yes. 

Mrs.  Unsoeld.  All  right.  So  now,  what  kind  of  a  problem  are  we 
looking  at?  Because  in  addition  to  the  secondary  treatment  facili- 
ties, we've  got  the  Safe  Drinking  Water  Act  coming  along  and  the 
needs  there.  So  on  this  report  about  which  you  spoke  and  was  in 
your  written  testimony,  Mr.  Spencer,  the  $22.6  billion  to  1995,  do 
you  believe  that  that  is  the  right  level  of  expenditure  that  would 
solve  our  nation's  water  quality  problems? 

Mr.  Spencer.  It  would  certainly  contribute  immensely  to  achiev- 
ing the  goals  of  the  Clean  Water  Act.  That  is  a  lot  of  money  that 
would  complete  a  lot  of  projects,  but  that  alone  isn't  going  to  do  it. 
We  really  do  need  a  comprehensive  watershed  management  pro- 
gram in  this  nation  so  that  we  can  focus  in  on  those  water  bodies 
where  it  is  not  just  the  point  source  discharges,  but  you  also  have 
the  nonpoint  sources  from  runoff  from  urban  areas  for  storm  water 
issues  from  agriculture  and  others,  and  I  think  there  is  a  real  op- 
x)rtunity  to  optimize,  if  you  will,  the  total  expenditures  that  will 
lave  to  be  made  in  order  to  get  a  real  cost  effective  cleanup  if  you 
ook  at  it  on  a  watershed  bs^is.  And  that  is  where  we  can  get — I 
think  EPA  should  be  given  the  ability  to  have  a  lot  of  flexibility  in 
managing  their  programs  where  there  are  comprehensive  water- 
shed basin  plans. 

Mrs.  Unsoeld.  Now,  EPA  reports,  I  think,  it  is  90  percent  of  our 
municipalities  are  in  compliance  with  the  secondary  treatment  re- 
quirements, but  70  percent  of  those  not  in  compliance  are  small 
communities  that  probably  have  the  most  difficult  financial  situa- 
tions right  now  in  those  communities.  Historically,  they  were  the 
last  to  get  funds  sometimes  because  of  the  conditions  that  they 
were  not  in  the  scale  of  things — the  biggest  polluters  at  the  time — 
and,  therefore,  the  requirements  hadn  t  hit  them.  Now,  the  funds 
aren't  there.  How  do  we  address  the  special  problems  of  the  small 
communities? 

Mr.  Spencer.  Well,  you  probably  are  not  as  familiar  as  you 
might  have  been  when  you  were  a  state  legislator,  but  the  State  of 
Washington  has  a  program,  I  think,  is  a  model  program  that  ought 
to  be  looked  at.  They  are  putting  together  a  combination  of  grants 
and  loans.  In  this  case,  it  is  strictly  the  State  Centennial  Clean 
Water  Act  and  the  State  Revolving  Loan  Fund  program,  and  in 
that  combination,  they  can  help  finance  entirely  these  local  com- 
munities' systems  and  give  special  advantage  to  those  communities 
that  are  depressed  or  don't  have  the  wherewithal  to  pay  back  these 
loans.  "The  state  needs  more  flexibility  in  that  loan  program  so  that 
they  can  provide  lower  interest  rates,  and  they  can  increase  what 
is  ultimately  what  you  might  call  the  grant  yield  out  of  this  pro- 
gram. 


31 

Mrs.  Unsoeld.  The  flexibility,  however,  would  come  from  that 
being  a  larger  pot  because  although  I  had  wanted  that  to  be  a 
matching  grant  program  for  communities  because  if  they  don't 
have  the  money  to  build  it  themselves,  they  are  not  likely  to  have 
the  money  to  pay  back  it  as  a  loan. 

Mr.  Spencer.  That  is  true. 

Mrs.  Unsoeld.  And,  hence,  we  have  to  concentrate,  it  seems  to 
me,  on  expanding  a  permanent  revenue  source  to  do  this,  and  we 
need  to  crank  in  the  other  environmental  standards  and  demands 
that  we  are  going  to  place  on  local  governments  so  that  you  have 
got  some  ability  to  meet  our  expectations  and  the  public's  expecta- 
tions. 

Mr.  Spencer.  Now,  the  SRF  fund  is  terribly  underfunded.  I 
mean,  in  our  area,  we  have  been  restricted  from  borrowing  from  it 
because  there  simply  isn't  enough  money.  We  are  borrowing  right 
now  50  percent  of  the  entire  state  SRF  fund.  We  could  take  the 
whole  thing,  but  there  wouldn't  be  any  money  left  for  anybody 
else.  The  EPA  needs  to  be  given  some  ability  to  manage  that  more 
flexibly.  They  are  running  that  program  like  it  is  a  grant  program. 
For  crying  out  loud,  we  are  paying  the  money  back.  Why  should  we 
go  through  all  of  the  eligibility  requirements,  all  the  other  paper- 
work when  they  are  going  to  get  the  money  back?  There  needs  to 
be  a  lot  more  streamlining  so  that  that  loan  program  can  be  run 
flexibly  with  the  grant  programs  so  that  you  can  help  those  de- 
pressed communities. 

And  I  will  conclude  by  saying  that  a  lot  of  low  income  and  elder- 
ly people  also  live  in  our  big  cities,  and  you  don't  see  them  because 
of  the  large  cities'  ability  to  spread  those  rates  over  a  large  popula- 
tion, but  they  are  still  impacted.  So  I  think  that  the  Mayor  from 
Quincy's  mother  stands  out  as  an  example,  but  we  have  lots  of 
those  examples  right  in  the  central  city  of  Seattle.  And  so  I  don  t 
think  that  your  concern  about  low  income  and  elderly  is  unreason- 
able at  all  for  small  communities,  but,  believe  me,  they  are  right 
there  in  the  large  cities  too. 

Ms.  Margerum.  Yes.  We  would  agree  also  that  a  combination  of 
grant  and  loans  is  important  and  that  the  states  and  local  commu- 
nities have  maximum  flexibility  because  of  different  issues  and  dif- 
ferent types  of  problems.  In  the  Midwest,  we  have  more  nonpoint 
pollution,  and  combined  sewer  overflows  are  a  major  problem.  So  I 
think  to  give  maximum  flexibility,  there  needs  to  be  a  grant  and 
loan  combination. 

Mr.  Studds.  I  want  to  acknowledge  that  Mayor  Sheets,  I  know, 
has  to  leave  quite  shortly  to  catch  an  airplane.  May  you  enjoy 
warmer  if  not  cleaner  water,  and  please  feel  free  whenever  the 
time  comes  to  go.  The  gentleman  from  Maryland. 

Mr.  GiLCHREST.  Thank  you,  Mr.  Chairman.  I  think  we  would  all 
agree  with  possibly  the  exception  of  South  Carolina  that  South 
Carolina  was  the  first  once  before  in  something  about  100  years 
ago,  Arthur — 130  years  ago? 
Mr.  Ravenel.  Still  working  on  it. 

Mr.  GiLCHREST.  Mr.  Spencer,  you  mentioned  something  about  a 
comprehensive   waste    management   plan    for   the   entire   Unites 
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32 

Mr.  GiLCHREST.  Watershed  management  plan  which,  I  think,  is 
an  excellent  idea.  It  has  to  be  there.  There  has  to  be  uniformity. 
And  Mrs.  Unsoeld  mentioned  something  about  a  permanent  source 
of  revenue  that  can  be  targeted  and  shared  to  the  entire  country  to 
meet  that  uniformity,  and  I  think  those  kind  of  things  are  an  excel- 
lent idea.  And  when  we  see  problems  such  as  the  one  you  have  in 
Quincy  that  are  through  no  fault  of  your  own,  but  rather,  it  is  past 
sins  that  we  have  now  inherited  so  we  have  to  begin  to  solve  these 
problems.  When  you  have  pipes  like  that  in  Rhode  Island  that  I 
wouldn't  want  to  use  to  water  the  horses,  we  have  to  have  some- 
thing that  is  comprehensive  and  flexible  through  grants  and  re- 
volving loan  funds  that  can  meet  the  various  needs  throughout  the 
nation.  And  if  we  make  that  investment — if  I  can  use  that  term  in- 
vestment— we  are  going  to  be  saving  money  down  the  road  for  gen- 
erations to  come. 

I  think  this  is  something  that  can  be  molded  and  crafted  and  it 
can  be  done — but  when  we  do  that,  let  us  make  sure  that  we  are 
prudent,  that  when  there  is  a  permanent  revenue  source  for  this, 
there  is  a  built-in  incentive  so  that  we  continue  aggressively  and 
persistently  to  find  alternative  and  innovative  and  new  scientific 
methods.  We  don't  want  to  end  up  with  so  much  cake  sludge  that 
will  go  into  a  landfill  because  soon  that  landfill  gets  filled  up.  If  we 
produce  pellets,  how  will  they  be  used.  Are  they  going  to  be  used  in 
poultry  houses,  or  are  they  going  to  be  another  source  of  problem 
for  sludge  to  be  dumped  in  the  Atlantic  Ocean?  So  I  would  just 
hope,  and  I  guess  you  can  respond  to  that  because  my  question  was 
specifically  to  the  gentleman  that  left — I  would  hope  that  we  would 
make  sure  that  we  have  enough  foresight  to  include  those  things  in 
some  type  of  policy. 

I  would  like  to  ask  just  some  quick  questions.  I  would  like  to  ask 
first  Mr.  Dorfman  about  the  pipe  in  Rhode  Island.  If  that  was  plas- 
tic, would  you  have  the  same  crud  buildup? 

Mr.  Dorfman.  No. 

Mr.  GiLCHREST.  Good.  When  I  first  came  in  from  the  House  floor, 
Mr.  Hart,  did  you  mention  Rahway,  New  Jersey? 

Mr.  Hart.  Yes. 

Mr.  GiLCHREST.  I  have  a  couple  of  colleagues  from  New  Jersey.  I 
was  born  in  Rahway,  New  Jersey. 

Mr.  Hart.  How  did  they  let  you  get  away? 

Mr.  GiLCHREST.  I  left  in  '64,  and  it  is  a  great  place.  I  go  back  to 
visit  once  in  a  while,  but  they  do  have  severe  problems  with 
wastewater  treatment  problems.  And  the  Mayor  of  Quincy,  what 
do  you  do  with  your  pellets  now?  I  know  you  want  to  go  to  cake 
sludge  to  put  them  in  the  landfills  and  then  is  there  a  predicted 
period  of  time  before  the  landfills  get  filled  up  with  that  cake 
sludge,  but  what  do  you  do  with  your  pellets  now? 

Mr.  Sheets.  The  pellets  are  being  marketed  in  different  states 
across  this  country  as  the  market  can  be  found,  and  that  is  one  of 
the  difficulties  that  we  found  as  we  began  to  put  our  operation  to- 
gether, and  that  is  that  we  were  not  able  to  move  the  pellet  as  a 
product  quickly  enough  so  that  we  had  to  build  additional  storage 
capacities  and  what  we  called  silos,  and  then  we  found  out  that  be- 
cause of  the  unstable  character  sometimes  of  these  pellets  that 
there  was  a  heating  of  those  pellets  in  the  silos,  and  that  is  a  very 
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dangerous  thing  to  have  happen,  obviously.  So  the  pellets  have 
been  sold  across  the  country,  but  it  is  very  difficult  to  find  a  stable 
and  permanent  market  for  those.  And  it  is  very,  very  expensive  to 
take  sludge  cake  and  pelletize  it,  and  it  is  a  process  that  is  subject 
to  a  lot  of  failure.  We  have  had  fires  in  the  pellet  drums,  and  we 
have  had  to  stop  putting  the  pellets  in  the  silos  so  it  is  a  process 
that,  in  my  opinion,  when  you  get  into  large  tonnage  of  sludge 
cake,  it  is  a  very  questionable  process. 

Mr.  GiLCHREST.  Thank  you. 

Mr.  Hart.  If  I  could  just  respond  to  a  couple  of  your  ques- 
tions  

Nlr  OiLCHREaST.  Yes. 

Mr!  Hart  [continuing],  one  of  which  was  the  idea  of  watersheds. 
Most  of  the  states,  I  think,  and  the  country  as  well  as  EPA  is  rec- 
ognizing it— to  move  to  a  watershed-based  program  is  where  every- 
one needs  to  go  and  where  everyone  wants  to  be,  and  there  are  a 
lot  of  impediments  into  getting  there  right  now,  both  regulatorily 
and  statutorily.  The  money,  as  demonstrated  by  the  hearing 
today— there  is  a  shortage  of  money,  and  we  need  to  do  a  better  job 
of  focusing  on  the  water  quality  problems  we  could  solve  in  a  wa- 
tershed perspective  instead  of  going  by  discharge  by  discharge, 
point  by  point.  In  New  Jersey,  in  particular,  we  are  holding  a 
public  hearing  tomorrow  on  moving  our  entire  program  into  a  wa- 
tershed-based program  where  we  can  link  up  the  water  pipes  to  the 
sewer  pipes,  to  nonpoint  sources,  to  the  prospective  development, 
and  then  make  water  quality  decisions  as  opposed  to  looking  at 
each  individual  discharge  point  and  making  sure  they  meet  this  re- 
quirement and  this  requirement,  where  we  could  maximize  the  use 
of  the  money  out  there. 

Secondly,  just  in  particular  to  Rahway,  just  to  update  you  on 
where  they  are  because  it  points  to  a  particular  problem,  they  have 
recently  contracted  with  a  large  farming  corporation  that  is  going 
to  be  turning  their  sludge  into  fertilizer  for  farming.  But  there  are 
a  lot  of  disincentives  that  we  even  find  in  our  own  state  to  that 
Our  open  land  preservation  program  prohibits  the  use  of  solid 
waste  on  these  lands,  and  sludge  is  defined  in  the  state  as  a  solid 
waste.  So  there  are  a  lot  of  our  own  things  that  we  are  trying  to 
improve  that  we  have  this  disincentives  built  in  that  we  need  to  go 
back  into  all  the  laws  and  regulations  and  remove  some  of  those 

things.  ,    .  ,.  J  1. 

Mr.  Spencer.  Could  I  add  that  Metro's  sludge  is  being  applied  to 
the  growing  of  hops,  and  it  is  being  applied  to  hops  that  are  grown 
in  the  Yakima  Valley  which  supplies  the  hops  for  most  of  the 
brewery  industry  in  the  United  States.  So  we  are  very  pleased  to 
be  able  to  offer  you  a  real  quality  product  here. 

Mr.  GiLCHREST.  Is  that  put  on  the  list  of  ingredients?  Thank  you. 
Thank  you,  Mr.  Chairman.  , 

Mr.  Studds.  Get  the  Wisconsin  delegation  behind  this.  The  gen- 
tlewoman from  Arkansas.  . 

Ms.  Lambert.  Thank  you,  Mr.  Chairman.  Sorry  for  being  tardy 
earlier  today,  but  I  did  submit  my  statement  for  the  record. 

Mr.  Studds.  It  is  in  the  record. 

Ms.  Lambert.  Thank  you.  And  I  would  certainly  like  to  applaud 
the  Chairman  for  taking  a  closer  look  at  this  issue  and  doing  it  so 
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expeditiously.  I  represent  25  extremely  rural  counties  in  eastern 
Arkansas,  and  this  is  an  incredibly  difficult  problem  for  us.  And 
some  of  you  have  certainly  stressed,  and  I  was  pleased  to  notice  my 
colleague,  Mrs.  Unsoeld,  also  stressing  the  needs  in  rural  America. 
We  have  seen  a  tremendous  amount  of  r^ulations  and  stipulations 
put  on  these  small  communities  with  very  little  resources  to  be 
able  to  meet  those  requirements.  Very  often,  they  end  up  at  the 
bottom  of  the  totem  pole.  There  are  no  funds  left,  and  they  are 
kind  of  left  high  and  dry.  So  with  very  few  questions  but  a  lot  of 
dedication,  I  will  be  here  for  this  issue  defending  the  needs  and  cer- 
tainly the  concerns  that  my  communities  have. 

Last  week  in  my  district,  I  visited  a  small  community,  and  they 
all  certainly  have  very  different  circumstances  in  these  rural  com- 
munities but  one  which  lies  within  five  miles  of  an  incorporated 
city  so  it  itself  cannot  incorporate.  They  have  difficulty  both  with 
their  sewer  treatment  and  their  water  sources  there  in  the  commu- 
nity, and  yet  they  have  risen  above  as  a  community  to  be  able  to 
provide  as  much  as  they  can  for  themselves. 

Those  were  examples  that  I  certainly  like  to  be  able  to  present, 
but  there  is  a  certain  limit  to  what  people  can  do  on  their  own. 
And  I  know  that  certainly  from  the  municipal  side  of  things  and 
the  Mayor  from  Lafayette  has  impressed  upon  the  fact  that  it  is 
important  to  see  industry  still  coming  in,  and  we  can't  put  unduly 
burdens  that  distracts  them  from  locating  in  our  rural  communi- 
ties, but  they  definitely  have  to  cany  their  water  as  it  were. 

But  I  do  dedicate  myself  to  these  issues  and  will  be  working  hard 
with  you.  I  appreciate  your  time  and  effort  in  coming  to  present  to 
us  some  of  your  different  situations  and  look  forward  to  working 
with  you.  Thank  you,  Mr.  Chairman. 

Mr.  Studds.  I  thank  the  gentlewoman.  The  distinguished  gentle- 
man from  Delaware  who  has  recently  been  promoted. 

Mr.  Castle.  Well,  thank  you  very  much,  Mr.  Chairman.  I  am 
very  pleased  to  be  working  on  this  issue  too.  This  is  absolutely  one 
of  the  number  1  issues  in  the  country  but  sort  of  a  hidden  issue 
literally  and  figuratively  and  one  we  need  to  bring  out  from  under- 
ground and  perhaps  make  better  known.  This  question  may  be  a 
little  bit  off  the  wall,  and  I  don't  ask  it  in  a  pejorative  sense,  but  I 
know  that  all  of  you  are  supplicants  basically  for  more  money,  if 
you  will,  and  I  don't  fault  you  for  that.  As  one  who  believes  we 
need  to  balance  the  budget,  if  I  had  to  list  the  spending  party,  this 
would  be  very,  very  high  on  my  list  in  terms  of  reconverting  some 
funds  that  we  have. 

But  I  was  just  wondering  in  your  wanderings  and  dealing  with 
this  problem — and  you  may  not  have  a  ready  answer  to  this— you 
may  have  already  said  it,  and  if  you  already  have,  it  is  already  in 
the  record  and  then  don't  worry  about  it — but  have  you  discovered 
other  ways  of  helping  with  the  funding?  I  know  that  this  is  a  huge 
problem,  and  I  know  that  you  need  major  contributions  from  the 
Federal,  state,  local  government  in  user  levels,  but  there  are  a 
number  of  things — longer  term  loans  or  other  financing  methods, 
the  mix  in  terms  of  the  percentages  contributed  by  everybody,  per- 
haps less  expensive  construction — Mr.  Dorfman  may  know  some- 
thing about  that^to  the  fee  structures,  any  kind  of  cost  savings 
that  go  into  it.  Is  there  anything  out  there  that  would  be  helpful  in 
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sharing  with  everybody  else,  which  you  probably  do  in  your  various 
groups  if  I  had  to  guess,  which  would  reduce  some  of  the  overall 
costs  of  dealing  with  this  particular  problem? 

Ms.  Margerum.  I  think  we  have  all  talked  about  the  fact  that 
we  have  raised  our  fees  to  our  customers,  and  the  user  fees  are 
going  up  at  a  very  high  rate.  We  are  all,  obviously,  trying  to  cut 
costs.  Energy  is  a  big  problem,  and  some  of  the  public  utilities  are 
offering  rebates  for  buying  more  efficient  motors  and  pumps.  So 
there  is  some  cost  saving  there.  But  I  am  afraid  that  all  the  costs 
are  really  being  driven  by  the  mandates  and  the  regulations  and 
that  we  perhaps  could  get  at  some  of  the  problems  of  deterioration 
if  we  could  have  a  little  more  relief  from  the  mandates  and  the  reg- 
ulations until  we  can  get  caught  up.  And  that  isn't  to  mean  that 
we  should  continue  to  pollute  but  that  we  should  at  least  not 
impose  any  more  mandates  and  especially  if  it  is  not  appropriate  to 
our  watershed  which  is,  I  think,  a  very  good  approach.  But  the  cost 
of  all  this  equipment  is  really  very,  very  high. 

Mr.  Spencer.  One  of  the  components  of  Mr.  Studds's  proposal 
here  is  to  give  EPA  or  at  least  place  into  the  Water  Quality  Act 
some  broader  authority  to  deal  with  more  flexible  financing  mecha- 
nisms. And  I  think  if  you  looked  at  where  a  lot  of  the  costs  are  in 
building  these  capital  facilities  and  particularly  the  cities  that  are 
having  to  finance  them  through  the  municipal  bond  market,  you 
see  a  pretty  hefty  impact  on  the  rates  just  from  some  of  the  financ- 
ing elements  there.  The  cost  to  financing,  the  coverage  require- 
ments, and  so  on  are  pretty  large,  and  I  think  there  may  be  some 
fruit  in  that  area  to  help  out  communities. 

I  know  that  one  of  the  things  that  makes  the  SRF  program  real 
attractive  to  many  communities  in  our  state  is  that  they  don't  have 
to  provide  the  coverage  requirement  which  savs  that  you  have  to 
have  a  rate  equal  to  paying,  you  know,  25  to  40  percent  more  than 
the  debt  service  directly.  &)  there  may  be  some  fruit  in  that  area 
for  some  innovations,  but  we  have  yet  to  find  any  other  magic  to 
cover  these  costs. 

Mr.  DoRFMAN.  One  of  the  new  technologies  is  rehabilitation  of 
sewer  systems,  and  we  find  in  our  industry  at  least  that  you  are 
getting  more  bang  for  the  buck  as  it  were,  and  this  doesn't  address, 
for  example,  combined  sewage  overflows,  but  it  does  address  dete- 
riorating, decaying,  and  leaking  sewer  systems  that  would  take  a 
plastic  liner,  for  example,  of  some  sort.  And  that  certainly  is  im- 
pacting the  construction  costs. 

Mr.  Hart.  And  to  follow  up  on  that,  we  could  use  a  lot  more 
funds  just  directed  to  cutting  down  on  the  inflow  and  infiltration 
into  the  sewer  lines  as  opp^ed  to  building  new  plants  to  handle 
the  flow.  I  mean,  those  projects  normally  fall  in  a  lower  priority 
because  they  are  not  as  large  and  they  are  not  as  costly  as  the 
bigger  problems. 

In  going  to  a  watershed  program,  hopefully  it  will  get  us  to  a 
point  where  in  a  specific  water  body  we  will  be  able  to  make  the 
decision  that  perhaps  some  of  the  different  discharges  could  get  to- 
gether and  fund  an  upgrade  of  one  or  two  of  the  other  discharges 
as  opposed  to  going  along  and  doing  individual  upgrades  of  each 
plant.  I  think  that  could  also  lend  to  spreading  the  financing 
around. 


36 

Mr.  Castle.  My  time  is  up,  but  if  I  could  just  say,  I  congratulate 
you,  Mr.  Dorfman.  I  thought  that  was  an  artery  leading  to  the 
heart  behind  you.  Mr.  Chairman  thought  it  was  a  planet,  but  what 
it  is  is  something  which  shows  us  in  a  very  real  sense  the  problems 
with  sewer  and  wastewater  treatment  piping  in  this  country.  And  I 
think  it  makes  an  impact.  This  is,  frankly,  I  think  a  problem  that 
the  public  doesn't  really  perceive.  You  can  talk  about  the  homeless 
or  whatever,  and  it  is  so  evident.  This  is  just  a  problem  that  people 
don't  perceive,  and  yet  it  is  a  tremendous  and  very  real  problem  in 
this  country.  Any  PR  ideas,  gimmicks  that  you  have  I  would  en- 
courage you  to  bring  along,  and  also — I  am  sure  this  has  been  said 
before — any  kind  of  mandates  or  r^ulations  which  are  of  concern 
to  you,  I  would  hope  all  of  your  different  groups  would  rank  those 
and  let  us  know  about  them.  I  am  sure  you  are  probably  already 
doing  that,  but  this  might  be  a  good  year  in  which  to  really  do  that 
and  put  a  price  tag  next  to  it.  It  is  helpful  for  me  if  I  know  some- 
thing is  going  to  save,  you  know,  tens  of  millions  of  dollars,  I  might 
be  inclined  to  take  a  much  closer  look  at  it  than  I  would  otherwise. 
So  that  is  very  helpful  information  to  have,  I  think.  Thank  you, 
Mr.  Chairman. 

Mr.  Studds.  I  thank  the  gentleman. 

Ms.  Margerum.  The  city  of  Columbus,  Ohio,  has  done  that,  and 
they  have  prepared  a  statement  of  what  the  cost  of  all  the  environ- 
mental mandates  are,  and  I  don't  have  that  figure  right  now,  but  it 
is  in  the  billions.  $1.6  billion  is  their  cost  that  they  estimate  the 
environmental  mandates  on  the  city  of  Columbus,  Ohio. 

Mr.  Castle.  That  is  good.  That  is  one  less  tax  we  would  have  to 
pass  if  we  could  get  that  money  back. 

Mr.  Studds.  I  trust  they  will  get  that  to  their  representative. 
Thank  you,  sir.  The  long-sufferinggentleman  from  New  Jersey. 

Mr.  Pallone.  Thank  you,  Mr.  Chairman.  I  know  the  topic  today 
is  funding  so  I  am  going  to  try  to  stick  to  that,  but  I  do  feel  that 
one  of  the  most  important  issues  facing  us  with  this  reauthorizing 
of  the  Clean  Water  Act  is  the  issue  of  enforcement  and  inspection. 
And  one  of  the  things  that  I  hope  to  accomplish  is  to  get — and  this 
is  particularly  directed  to  Mr.  Hart — is  to  get  some  of  the  provi- 
sions that  we  have  introduced  in  our  state  law  under  the  Rubric  of 
the  Clean  Water  Enforcement  Act  enacted  into  Federal  law  this 
year  during  the  reauthorization  process.  And  I  have  introduced  a 
bill  that  is  called  basically  the  same  thing,  "Clean  Water  Enforce- 
ment Act,"  with  the  idea  of  having  mandatory  penalties,  more  in- 
dependent inspection,  citizen  action  suits,  very  much  really  mod- 
eled after  the  New  Jersey  Clean  Water  Enforcement  Act. 

One  of  the  provisions — and,  you  know,  today  is  not  probably  the 
time  to  talk  about  that  because  we  are  talking  about  funding — but 
there  is  part  of  the  New  Jersey  Clean  Water  Enforcement  Act  and 
also  part  of  the  Federal  bill  that  I  have  introduced  a  provision  for  a 
clean  water  trust  fund  with  the  idea  being  that  the  penalties  that 
come  in  from  violations  of  permits  would  be  used  to  finance  im- 

{)roved  enforcement  and  inspection  by  the  DEP  and  on  the  Federal 
evel  of  the  EPA.  That  is  a  different  concept  from  the  Chairman's 
concept  of  polluter  pays,  but  because  we  are  actually  talking  about 
penalties  now,  you  know,  after  the  law — those  who  have  actually 
violated  the  law,  but  I  was  going  to  ask,  if  Mr.  Hart  could  comment 
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on  it,  whether  or  not  there  might  be  the  potential  for  the  money 
from  those  penalties  to  be  used— you  know,  given,  again,  the  model 
of  the  state — for  some  construction  projects  as  opposed  to  just  being 
used  for  enforcement  or  inspection  measures?  I  mean,  are  you  get- 
ting money  in  on  a  state  level?  Do  you  foresee  the  expansion  of 
that  trust  fund,  you  know,  for  that  type  of  purpose? 

Mr.  Hart.  We  have  been  operating  for  two  years  now  under  the 
Clean  Water  Enforcement  Act,  and  this  year  because  of  one  large 
penalty,  we  will  probably  bring  in  about  $18  million  of  penalties 
out  of  the  Clean  Water  Enforcement.  Those  moneys  are  going  to 
directly  managing  the  enforcement  and  associated  programs  that 
go  along  with  that.  Projected  next  year,  the  level  will  probably  be 
about  $10  million.  Then  they  will  start  going  down  a  little  bit  after 
that — will  probably  level  off  at  something  less  than  that. 

Mr.  Pallone.  So  you  feel  that  that  money  really  would  need  to 
be  used  for  enforcement  purposes.  It  is  not  the  type  of  thing  that 
could  be  leveraged  for  construction? 

Mr.  Hart.  Part  of  it  might  be,  but  because  of  the  way  our  budget 
is  structured,  85  percent  of  it  comes  from  fees  and  fines  and  grants 
that  is  basically  all  going  mostly  toward  just  the  operating  ex- 
penses of  the  program. 

Mr.  Pallone.  OK.  Well,  I  just  thought  it  would  be  somethmg 
that  we  could  look  into  as  we  proceed  through  all  this.  The  other 
thing  I  wanted  to  ask,  and,  again,  I  am  asking  Mr.  Hart,  but,  you 
know,  if  somebody  else  wants  to  chime  in,  that  is  fine,  but  they  are 
kind  of  specifically  directed  to  New  Jersey— there  was  mention 
made — you  know,  I  have  to  apologize  because  I  came  late  so  I 
didn't  even  hear  the  testimony,  but  I  ready  your  statement— there 
was  mention  made  earlier  about  combined  sewer  overflow,  the 
need,  you  know,  perhaps  to  separate  systems  or  to  correct  some  of 
those  problems. 

You  know,  we  have  what  I  call  temporary  solutions  like  holdmg 
tanks  or  screening  devices  or  things  that  can  be  put  into  place 
absent  or  short  of  actually  separating  systems.  To  what  extent  are 
you  using  money,  you  know,  with  the  Wastewater  Treatment  Trust 
or  Federal  dollars  that  are  coming  in  and  being  leveraged  for  those 
types  of  things  as  opposed  to,  you  know,  just  for  new  construction? 
And  I  am  just  wondering — I  mean,  obviously,  I  feel  and  I  am  sure  a 
lot  of  people  do  here  that  it  is  important  that  those  types  of  func- 
tions be  included  in  any  kind  of  infrastructure  program,  and  I  was 
just  wondering  to  what  extent  that  is  happening  in  the  state? 

Mr.  Hart.  We  have  funded  some  of  those  projects.  I  don't  know 
the  particular  dollar  amount.  We  funded  some  of  those  smaller 
ones  to  shut  off  the  CSO  entirely.  A  lot  of  the  funding  goes  to  re- 
building the  CSO  so  that  it  works  even,  and  I  do  have  a  list  of  our 
future  projections  that  I  could  provide  the  committee  that  shows 

all  the  particular  projects  broken  down  by  type  CSO 

Mr.  Pallone.  Well,  I  appreciate 

Mr.  Hart  [continuing],  with  the  dollar  amount  associated  with 
each  one  of  those. 

Mr.  Pallone.  All  right.  I  would  appreciate  if  we  could  get  that 
through  the  Chairman,  and  I  think  it  is  important  that  we  stress 
those  things  in  terms  of  funding.  Last  question  because,  obviously, 
I  am  running  out  of  time  here,  grants  versus  loans  were  talked 
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about  a  lot  today.  My  understanding  is  that  there  really  isn't,  for 
all  practical  purposes,  much  of  a  grant  program  anymore.  Do  you 
see  that  as  severely  inhibiting  new  constructions  in  New  Jersey,  or 
do  you  think  that  the  loan  and  the  leveraging  of  the  loans  is  really 
the  way  to  go? 

Mr.  Hart.  I  think  it  is  inhibiting  new  construction  for  the  small 
municipalities  that  can't  afford  just  to  get  the  original  grant 
money — I  mean,  the  original  loan  money.  And  we  would  encourage 
along  with  the  ASIWPCA  group  that  some  money  be  set  aside  for 
grants  just  to  finance  the  principal  amount  of  the  loan  so  that 
small  communities  have  the  ability — ^you  know,  they  could  pay  off 
the  interest  of  it,  but  at  least  they  would  be  able  to  play  the  game, 
and  right  now  they  just  can't  even  afford  to  even  go  through  the 
expense  of  even  looking  to  how  much  the  project  would  cost. 

Mr.  Pallone.  And  you  would  do  that  basically  on  sort  of  an  abili- 
ty to  pay  or  the  smalfness,  whatever? 

Mr.  Hart.  Yes.  The  size  of  facility,  the  rate  base,  things  of  that 
nature. 

Mr.  Pallone.  OK.  Thank  you  very  much.  Thank  you,  Mr.  Chair- 
man. 

Mr.  Studds.  Thank  you,  sir.  I  want  to  just  close  with  one  obser- 
vation and  one  invitation.  It  is  instructive,  as  I  said  at  the  outside, 
the  number  of  people  who  were  here  this  morning  and  also  the 
number  of  members  of  the  committee  who  were  here  this  morning. 
This  is  an  unusual  attendance  for  the  House  in  session.  I  think  it 
testifies  to  the  degree  to  which  the  importance  of  this  subject  is  ap- 
preciated by  folks.  And  I,  in  turn,  appreciate  the  general  state- 
ments of  support  we  have  had,  but  those  of  you  who  are  in  the 
business  know  that  it  is  very  difficult  to  build  a  wastewater  treat- 
ment system  with  a  general  statement  of  support.  Our  only  chance 
is  if  those  who  care  and  know  most  about  this  come  together 
behind  a  very  specific  set  of  proposals.  We  have  to  do  that  in  a  very 
timely  fashion. 

I  would  like  to  invite  you  and  those  you  represent  or  those  who 
would  represent  you  to  a  meeting  as  early  as  next  week  if  we  can 
establish  a  working  group  at  which  I  will  attend  personally  and 
then  leave  in  the  hands  of  staff  to  get  a  crash  effort  to  get  behind 
an  alternative  funding  proposal.  I  want  to  be  able  in  the  very  near 
future  to  take  such  a  proposal  with  the  support  as  broad  as  we  can 
possibly  muster — myself,  the  leadership  of  the  Congress — to  the 
new  Administrator  of  the  EPA,  to  the  Director  of  0MB,  and  to  the 
President  himself.  I  think  this  rises  to  that  level  of  consequence 
and  of  significance,  and  I  think,  as  I  said  at  the  outset,  that  this  is 
our  window  of  opportunity,  if  you  will,  to  begin  an  initiative  of  this 
magnitude  and  this  importance. 

We  really  don't  have  any  option,  whether  we  live  in  Quincy  or 
wherever— battle.  This  is  something  the  country  has  to  do,  and 
we,  I  think,  would  be  delinquent  in  our  responsibilities  if  we  didn't 
give  it  everything  we  have  in  terms  of  an  effort  to  develop  a  coher- 
ent, logical,  and  supportable  proposal.  So  we  are  going  to  try  to  get 
that  group  together  as  early  as  next  week.  Any  members  on  either 
side  of  the  aisle  are  welcome  to  join  us,  and  let  me  just  repeat  it.  I 
think  time  is  of  the  essence.  I  really  appreciate  the  patience  and 
the  attendance  of  everyone  here.  We  look  forward  to  working  with 
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you  in  the  very,  very  near  future,  and  the  subcommittee  stands  ad- 
journed. 

[Whereupon,  at  12:25  p.m.,  the  subcommittee  was  adjourned,  and 
the  following  was  submitted  for  the  record:] 
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MEMORANDUM 


TO :       Members 

Subcommittee  on  Environment  and  Natural  Resources 

FROM:      Subcommittee  Staff 

DATE:      February  12,  1993 

SUBJECT:   Hearing  on  Clean  Water  Funding 

On  Thursday,  February  18,  at  10:00AM,  the  Subcommittee  on 
Environment  and  Natural  Resources  will  conduct  a  hearing  on 
national  needs  for  funding  clean  water  infrastructure  and 
proposals  to  meet  those  needs.   Witnesses  will  include 
representatives  from  the  Environmental  Protection  Agency;  the 
National  League  of  Cities;  the  Association  of  State  and 
Interstate  Water  Pollution  Control  Administrators;  the 
Association  of  Metropolitan  Sewerage  Agencies;  the  National 
Utility  Contractors;  and  local  officials. 

BACKGROUND 

Through  the  Clean  Water  Act  (CWA) ,  the  Federal  Government 
mandates  that  states  address  water  pollution  control  through 
construction  of  wastewater  treatment  facilities.   In  1988,  the 
Safe  Drinking  Water  Act  added  new  federal  requirements  for 
construction  of  filtration  plants  to  ensure  the  quality  of 
drinking  water  supplies.   Compliance  with  these  two  federal 
mandates  requires  enormous  financial  commitments.  Historically, 
federal,  state,  local  and  private  entities  have  shared  the 
financial  burden  of  the  CWA  requirements.   There  has  been  no 
federal  assistance  for  the  Safe  Drinking  Water  Act  mandates  so 
far.   In  recent  years,  as  the  financial  needs  have  continued  to 
burgeon,  the  available  resources  have  been  diminishing.   The 
result  of  our  generally  inadequate  federal  investment  in  clean 
water  infrastructure  is  a  continually  degrading  environment, 
stifling  of  economic  growth  and  productivity  and  loss  of 
employment  opportunities. 
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CLEAN  WATER  FONDING  NEEDS 

The  U.S.  Envirorunental  Protection  Agency  (EPA)  provides  Congress 
with  a  biennial  assessment  of  the  cost  of  constructing  all 
publicly  owned  wastewater  treatment  works  necessary  to  meet  the 
goals  of  the  CWA.   The  latest  report,  from  1990,  discusses 
long-term  national  needs  for  clean  water  financing.   Also,  EPA 
and  the  Association  of  State  and  Interstate  Water  Pollution 
Control  Administrators  (ASIWPCA)  recently  conducted  surveys  to 
determine  short-term  funding  needs  for  clean  water 
infrastructure . 

Short-term  clean  water  infrastructure  needs  have  been  surveyed  to 
provide  information  to  the  Clinton  Administration  for  development 
of  the  President's  economic  stimulus  package.   Both  the  EPA  and 
ASWIPCA  surveys  have  concentrated  on  projects  that  are  beyond  the 
design  stage  and  are  "ready-to-go".   EPA's  assessment  of  needs 
for  clean  water  infrastructure  projects  ready  for  construction 
during  the  next  12  months  is  $25.9  billion.   This  includes  $11.9 
billion  for  wastewater,  and  $14.0  billion  for  drinking  water 
projects. 

ASWIPCA  conducted  a  survey  of  the  50  states  for  information  on 
wastewater  projects  ready  to  proceed  that  will  not  be  funded 
during  1993  unless  additional  dollars  are  made  available. 
Forty  states  responded  to  their  survey  and  reported  over  $8.5 
billion  in  needs.   From  that  data,  it  extrapolated  the  need  for 
all  fifty  states  to  be  over  $10  billion.   ASWIPCA  did  not  assess 
drinking  water  needs,  so  this  figure  is  roughly  equivalent  to 
EPA's  wastewater  needs  estimate  of  $11.9  billion. 

Long-term  needs  are  more  difficult  to  gauge  precisely,  but  by  any 
standard,  are  substantial.   EPA's  1990  Needs  Survey  (updated  in 
1991)  reports  that  the  total,  20-year  design  needs  for  wastewater 
construction  are  $111.5  billion.   This  does  not  include  water 
supply  projects  or  a  complete  assessment  of  the  need  associated 
with  combined  sewer  overflows  (CSO) ,   or  stormwater  and  nonpoint 
source  controls.   ASWIPCA  has  documented  long-term  wastewater 
needs  of  $130  billion.   Like  EPA,  this  total  does  not  reflect  a 
complete  assessment  of  CSO,  stormwater,  or  nonpoint  source  needs 
by  every  state.   If  anticipated  CSO  needs  are  included,  ASIWPCA 
projects  long-term  wastewater  needs  of  over  $200  billion. 
Long-term  assessments  are  not  available  for  water  supply  projects 
necessary  to  comply  with  the  Safe  Drinking  Water  Act. 

FONDING  HISTORY 

Since  1972,  with  passage  of  the  CWA,  the  Federal  Government  has 
appropriated  $60.4  billion  to  assist  states  and  localities  in  the 
construction  of  wastewater  infrastructure  (as  noted  on  attached 
table) .   From  1973  to  1987,  under  Title  II  of  the  CWA,  all 
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federal  funding  was  passed  to  municipalities  in  the  form  of 
discreet  grants  for  construction.   The  1987  CWA  reauthorization 
phased  out  the  construction  grants  program  and  replaced  it  with  a 
progreun  of  state  operated  loan  programs  to  fund  clean  water 
projects  called  State  Revolving  Loan  Poinds  (SRF) .   These  are 
authorized  under  Title  VI.   The  authorization  for  Title  II 
construction  grants  expired  in  1990  and  the  authorization  for 
Title  VI  phases  down  to  zero  by  1994. 

Unlike  the  construction  grants  program  under  which  EPA  provided 
grant  assistance  directly  to  municipalities  for  wastewater 
treatment  projects,  the  SRF  program  is  designed  to  give 
individual  states  the  responsibility  for  developing  and  operating 
their  own  revolving  loan  programs.   This  includes  providing 
financial  assistance  forconstruction  of  Publicly  Owned  Treatment 
Works  (POTW)  and  other  eligible  activities.   Financial  assistance 
provided  by  SRFs  can  include  loans  and  various  forms  of  credit 
enhancements,  but  not  grants.   A  key  element  of  SRFs  is  their 
"revolving"  nature — most  disbursements  return  to  the  program  to 
provide  assistance  to  additional  recipients.   SRF  assistance  can 
be  used  for  a  broader  range  of  water  quality  management 
activities  than  construction  grant  assistance,  such  as  the 
implementation  of  nonpoint  source  management  programs  and  the 
development  and  implementation  of  comprehensive  conservation  and 
management  plans  under  the  National  Estuary  Program.   There  is, 
however,  a  prescribed  hierarchy  of  project  types  for  which  these 
funds  can  be  used.   Secondary  treatment  plants  for  municipal 
wastewater  are  the  top  priority.   Combined  sewer  overflows, 
stormwater  problems  and  nonpoint  source  controls  are  delegated  a 
lower  priority  and  restricted  to  a  certain  percentage  of  these 
funds.   EPA  cooperates  with  and  provides  technical  assistance  to 
states  in  establishing  their  SRF  programs. 

Currently,  SRF  capitalization  grants  are  the  only  authorized 
federal  funding  of  clean  water  projects  under  CWA.   SRF  programs 
have  been  established  in  all  50  states.   Sophisticated  financing 
mechanisms  like  leveraging  of  the  SRFs  has  provided  some  states 
with  additional  dollars  to  invest  in  clean  water  infrastructure. 
Sometimes  this  can  double  or  triple  the  amount  of  money  the  state 
has  available  to  invest  in  projects. 

Attached  is  a  table  of  federal  authorizations,  appro- 
priations and  outlays  for  wastewater  treatment  grants  since  1973. 

CI.EAN  HATER  INFRASTRnCTDRE  AND  THE  ECONOMY 

Apogee  Research,  an  independent  private  consulting  firm,   has 
prepared  two  reports  on  water  infrastructure  investment.   They 
are,  "A  Report  on  Clean  Water  Investment  and  Job  Creation,"  and 
"America's  Environmental  Infrastructure:  A  Water  and  Wastewater 
Investment  Study" .   These  reports  provide  extensive  information 
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on  the  effects  of  investment  In  water  infrastructure  on  the 
economy,  jobs  and  productivity.   Together  these  reports  support 
the  argiunents  that  an  increase  in  federal  funding  would  create 
jobs,  increase  private  sector  profitability,  increase  labor 
productivity,  increase  private  investment  and  possibly  expand  the 
tax  base. 

Apogee  has  analyzed  a  number  of  recent  public  works  studies  on 
various  sectors,  and  their  research  indicates  that  every  $1 
billion  invested  in  water  infrastructure  generates  from  34,200  to 
57,400  jobs.   This  number  includes  direct,  indirect  and  induced 
jobs.   The  direct  jobs  are  jobs  for  people  in  the  construction 
industry. 

Indirect  jobs  are  also  high  wage  jobs  of  support  sectors  such  as 
pipe  manufacturers,  material  suppliers,  manufacturers  of  constru- 
ction machinery,  engineers,  and  design  consultants.   Also,  agency 
jobs  for  inspectors  and  administrators  are  generated  by  water 
investment . 

Induced  jobs  are  jobs  that  are  created  because  the  infrastructure 
is  in  place.   Communities  can  expand  when  they  have  better  access 
to  water  supply  or  more  capacity  for  wastewater  disposal.   More 
houses  can  be  built.   All  the  attendant  services  demanded  by 
larger  populations  can  be  established.   Jobs  in  virtually  every 
sector  in  every  locality  are  dependant  on  adequate  water  supply 
and  disposal  capacity  in  the  area.   Attached  is  a  letter  from 
Somerset  County,  New  Jersey,  listing  the  development  projects 
stalled  due  to  a  moratorium  on  building  until  wastewater 
treatment  in  the  area  could  be  upgraded.   This  letter  shows  that 
$300  million  in  private  investment  was  halted  due  to  the  need  for 
$35  million  in  clean  water  infrastructure. 

There  is  a  direct  link  between  water  infrastructure  and  economic 
productivity.   Infrastructure  must  be  in  place  as  a  precondition 
for  housing,  consumer  services  and  industrial  and  agricultural 
production.   Therefore,  long-term  return  on  this  investment  is  an 
Increase  in  private  profitability,  labor  productivity  and 
investment  in  plants  and  equipment.   As  a  result,  the  whole 
economy  is  strengthened  and  the  tax  base  may  expand. 

Finally,  water  quality  improvements  provided  by  clean  water 
infrastructure  assures  public  health  and  environmental  benefits 
that  cannot  be  quantified.   Water  that  is  safe  to  drink,  and 
surface  water  that  is  fishable  and  swimmable  add  substantially  to 
the  quality  of  life  nationwide. 

The  Federal  Government,  through  the  CWA  and  the  Safe  Drinking 
Water  Act,  has  imposed  mandatory  requirements  on  local 
governments  which  translate  into  the  need  for  billions  of  dollars 
in  capital  investment.   This  investment  is  crucial  to  the 
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protection  of  the  environment,  fisheries  and  wildlife.   It  is 
also  necessary  to  support  a  growing  and  sustainable  economy. 
This  hearing  will  assess  the  need  for  additional  federal  funding 
and  explore  ways  to  generate  additional  dollars  and  get  those 
dollars  to  needy  communities. 

ISSUES 

Outstanding  issues  regarding  federal  funding  for  clean  water 
needs  include  questions  on  the  appropriate  funding  vehicle,  where 
should  the  money  come  from,  how  much  is  enough  and  what 
activities  should  be  eligible  for  assistance. 

Questions  on  the  funding  vehicle  weigh  the  advantages  and 
disadvantages  of  grants  versus  loans.   Some  groups  think  that 
construction  grants  were  a  better  vehicle  for  channeling  federal 
funds  to  clean  water  projects.   Congress  must  analyze  whether  to 
continue  to  use  SRFs,  return  to  construction  grants  or  use  some 
combination  of  both  to  provide  states  with  federal  funds. 
Currently,  money  for  SRFs  is  allocated  to  states  by  a  formula 
which  some  believe  should  be  revised.   Certain  states  use 
leveraging  to  make  their  SRF  loans  go  farther.   Should  Congress 
require  states  to  leverage  their  funds? 

How  much  money  should  the  Federal  Government  provide  to  states  to 
help  meet  their  clean  water  needs?  Will  $5  or  $6  billion  be 
adequate  to  meet  a  potential  $200  billion  need?   States  must 
currently  provide  a  20%  state  match  to  the  federal  funds 
allocated  to  their  SRF.   Because  of  tight  state  budgets,  some 
states  are  unable  to  meet  this  requirement.   If  federal  funding 
is  increased  should  this  matching  requirement  be  waived  or 
reduced?   If  money  is  provided  through  a  short-term  economic 
stimulus  package  to  clean  water  infrastructure  through  the  SRFs, 
should  the  match  be  waived?  What  about  small  communities  that 
will  never  be  able  to  raise  the  money  to  pay  for  expensive 
technological  programs?   Should  there  be  special  programs  for 
hardship  cases? 

In  light  of  the  efforts  to  reduce  the  deficit,  it  will  be 
difficult  to  provide  additional  appropriations  from  the  General 
Treasury  for  clean  water  infrastructure  so  where  do  we  find  the 
money  to  help  states  meet  their  needs?  Last  year.  Representative 
Studds  authored  a  proposal  to  establish  a  series  of  "polluter 
pays"  fees  on  products  associated  with  water  pollution.   Fees 
would  be  assessed  against  toxic  industrial  discharges,  on  the 
active  ingredients  of  pesticides  and  fertilizers  and  on  consumer, 
commercial  and  industrial  products  that  have  been  directly 
associated  with  water  pollution.   This  program  could  produce  $6 
billion  in  annual  revenues  that  could  be  dedicated  to  clean  water 
infrastructure.   Polluter  pays  revenue  could  decrease  the  need 
for  appropriations  from  the  General  Treasury  and  thereby  also 
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offer  deficit  reduction.   Are  alternative  sources  of  funding 
required  to  increase  Federal  support,  and  if  so,  what  are  the 
best  alternatives? 

A  final  issue  to  be  analyzed  in  the  context  of  clean  water 
fxinding  is  what  projects  should  be  eligible  for  aid  and  whether 
the  existing  federally  mandated  hierarchy  is  appropriate. 
Construction  grant  money  was  dedicated  to  the  construction  of 
municipal  wastewater  treatment  capital  projects.   The  SRF  money 
is  more  flexible  and  can  be  directed  to  some  less  traditional 
water  pollution  controls,  but  it  is  still  restricted. 
Historically,  the  CWA  has  concentrated  on  municipal  and 
industrial  "point  sources"  of  pollution  to  clean  up  our 
waterways.   Should  the  eligibilities  under  the  SRF  progreun  be 
expanded,  and  if  so,  how? 

Attachments 
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ATTACHMENT    #1 
FUNDING  STATUS  AND  OUTLAYS  FOR 
CWA  WASTEWATER  TREATMENT  GRANTS  PROGRAMS 


Fiscal  Year 

Authorizations 

Appropriations 

Outlays 

1973 

6,000 

2,000 

684 

1974 

6,000 

3,000 

1,653 

1975 

7,000 

4.000 

1,938 

1976' 

0 

9,000 

3,348 

1977' 

1,480 

1,480 

3,530 

1978 

4,500 

4,500 

3,187 

1979 

6,000 

4,200 

3,766 

1980 

6,000 

2,520 

4,343 

1981 

5,000 

2,644 

3,884 

1982 

2,400 

2,400 

8,766 

1983 

2,400 

2,400 

2.983 

1984 

2,400 

2,400 

2.983 

1986 

2,400 

2.400 

2.900 

1986 

2,400 

1,800 

3.118 

1987 

2,400 

2,361 

2.920 

1988 

2.400 

2,304 

2,614. 

1989 

2,400 

1.950' 

2,350 

1990 

2,400 

1.980* 

2.290 

1991 

2,400 

2.100" 

2.389 

1992 

1,800 

2.400' 

2.202  ait 

1993 

1,200 

2.660' 

2,171  ost 

1994 

600 

Source:  Budget  of  the  United  States  Oovemment,  Appendix,  various  years. 


'  Includoe  TranBition  Quarter  (July  -  S«ptember  1976). 

'  Includes  $480  million  under  Public  Works  Employment  Act  (P.L.  e5-309). 

'  $68  million  of  this  amount  was  earmarked  for  4  spocinc  projects.  The  rcmoinins  $1,882 
million  was  allocated  60-50  between  Title  II  grante  and  Title  VL^RF  grants. 

*  $45  million  of  this  amount  was  earmarked  for  3  specific  pr<y«cta.  The  remaining  $1,935 
million  was  allocated  50-50  for  Title  n  granU  and  Title  VI/SRF  granU. 

^  $52.2  million  of  this  amount  is  earmarked  for  spocinc  grants  and  special  projects,  leaving 
$2,047.8  million  for  capitalization  grants  under  the  Title  VI/SRF  program. 

*  $45 15  million  is  earmarked  for  spocinc  grants  and  special  prqjecu,  leaving  $1,948.5  million 
for  grants  under  the  Title  VI/SRF  program. 

"^  $624.6  million  is  earmarked  for  specific  grants  and  special  projects,  leaving  $1,925  million 
for  grants  under  the  Title  VI/SRF  program. 
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ATTACHMENT  #2 

UTILITY  and  TRANSPORTATION 
CONTRACTORS  ASSOCIATION  OF  NEW  JERSEY 

P.O  BOX  eiS.  ISO  AIRPORT  ROAO.LAKEWOOD.NJOerOI    M8-3«7-1600    FAX:  «08-906-«»SI 
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January  20,  1993 


IROBFRTA  BRIANT  SR  I 
Cueinm  ftincur 


Mr.  WtlUam  Hartey 

NUCA 

4301  North  Fairfax  Drive 

Suite  360 

Arlington,  VA  22203 

Dear  Bilk  -Vz-''' 

Several  years  ago,  the  Somerset  Rarltan  Valley  Sewerage  Authority 
expanded  Its  wastewater  treatment  plant  while  also  adding  new 
technology  to  the  system.  Prior  to  the  work  being  completed.  Its 
service  area  was  placed  under  a  moratorium  for  approximately  2 
years. 

Enclosed  \i  a  lUt  of  private  work  which  was  In  various  stages  of 
development  when  the  moratorium  on  construction  was  placed  due 
to  the  need  for  work  at  the  Somerset  Rarltan  Valley  Sewerage 
Authority  wastewater  plant.  The  approximately  total  value  of  this 
private  work  was  $300  million.  The  value  of  the  public  work  to  expand 
and  Improve  the  Somerset  Rarltan  Valley  Sewerage  Authority  plant 
was  about  $35  million. 

As  you  can  see,  the  private  economic  value  was  nearly  ten  times 
the  public  Input  to  this  clean  water  project.  Additional  private  work 
will  also  follow  in  the  future.  It  Is  Imperative  that  federal  funding 
for  this  work  continue  In  the  future  so  that  private  Investment  In 
the  economy  can  follow. 


Sincerely,  ^ 

■  RpfeERTJ^TBRlA 
Tixecutlve  Directo 


)m4/J' 


BRIANT,  SR. 


xecutlve  Director 
RABig; 
Enclosure 


Amtncm  RMd  &  TntmnMcn  SoiMn  AisooMon 

MftQatal  UtiWil  CUMUJUII  AAMOftUn 
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PROJECTS  IN  SOMERSET  COUNTY  POTENTIALLY  STALLED 

BY  NEW  JERSEY  DEPARTMENT  OF  ENVIRONMENTAL 

PROTECTION  SEWER  MORATORRTM  IMPOSED  ON 

SOMERSET  RARITAN  VAJLLEY  SEWER  AUTHORITY 

(REVISION  NO.  1) 

QiDJL:  MORATORIUM  PERIOD  -  7/1/88  THROUGH  4/6/90) 


Rgvtew  Datg       UuHt 

BiBnchburt! 


10/88 

Kingswood  Vdlage 

2/89 

Branchburt  Municipal  Building 

3/89 

Brancbburs  Cprporate  Center 

3/89 

Branchburs/202  Trade  Center 

3/89 

Cariboo  Associates 

S/89 

Branch  Estates 

6/89 

Medway  Realty  Associates 

6/89 

Ralph  L.  Brats  ii  Company 

9/89 

Murray  Corporate  Center 

9/89 

Timbers  At  Branchburg 

10/89 

Shannon  Court 

12/89 

Shemin  Nurseries 

12/89 

Conolog  Corporation 

Br«nehbure  Subtotal* 

87 

Residential  Units 

22,361     Sq 

.  Ft.              Commercial 

SS9,461   Sq 

.  Ft.             Office 

958,924  Sq 

.  Ft.            Office/Warehouse 

RSYlev  ViM 

&r,ajDi£ 

firidM'*'atfi£ 

7/88 

Black  Tree  Associates 

8/88 

Golden  Meadows 

10/88 

Estates  At  Winslow  Rise 

11/88 

Brown  Road 

11/88 

Gateway  Oldsmobile 

12/88 

Village  Tavern 

1/89 

MilUown  Road 

Project  Description 


49  Residential  Units 

16.4S0Sq.  Ft.  Office 

431.233  Sq.  Ft.  Office 

623,680  Sq.  Ft.  OfficeAVarehouse 

118,919  Sq.  Ft.  Office/Warehouse 

24.000  Sq.  Ft.  Office 

158.340  Sq.  Ft.  OfficeAVarehouse 

57,985  Sq.  Ft.  OfflceAVarchouse 

87,778  Sq.  Ft.  Office 

34  Residential  Units 

4  Residential  Units 

22.361  Sq.  Ft.  Commercial 

38,838  Sq.  Ft.  Industrial 


Projeci  Pftscrlptjon 


6  Residential  Units 
1 6  Residential  Units 
20  Residential  Units 
4  Residential  Units 
18,200  Sq.  Ft.  Commercial 
2.668  Sq.  Ft.  Commercial 
75  Resldenual  Units 
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Mr.  Chairman,  members  of  the  Committee:  I  am  Sonya  Margerum,  Mayor  of 
West  Lafayette,  Indiana  and  vice  chair  of  the  National  League  of  Cities  Energy, 
Environment  and  Natural  Resources  Committee.  I  am  here  today  to  testify  on  behalf 
of  NLC  and  the  1 6,000  cities  and  towns  across  the  nation  we  represent  on  the  critical 
municipal  issue  of  financing  for  federal  environmental  mandates  -  in  particular, 
mandates  affecting  the  nation's  water  supply. 

Most  especially,  Mr.  Chairman,  we'd  like  to  express  our  appreciation  to  you  for 
your  thoughtful  efforts  in  devising  alternative  financing  structures  to  assist  in  assuring 
all  Americans  access  to  clean  and  safe  water  supplies.  We  cannot  overemphasize  our 
agreement  with  you,  that  it  is  absolutely  essential  to  develop  and  enact  a  "permanent 
solution  to  the  clean  water  funding  crisis."  While  we  agree  that  a  short  term 
economic  stimulus  is  necessary  to  reactivate  our  economy,  the  magnitude  of  the 
documented  need  to  meet  Clean  Water  and  Safe  Drinking  Water  Act  mandates  will 
also  require  a  substantial  and  reliable  long  term  commitment. 

Results  of  a  recent  NLC  survey  indicate  that  more  than  half  the  250  municipal 
respondents  have  "ready-to-go"  projects  dealing  with  water  infrastructure.  The  needs 

-  many  of  which  fall  outside  the  allowable  uses  for  current  Clean  Water  Act  funding  - 

-  range  from  rehabilitation  or  expansion  of  existing  facilities  to  construction  of  new 
facilities  or  modifications  to  meet  new  federal  environmental  requirements  for 
wastewater.  Combined  Sewer  Overflows,  stormwater  management,  and/or  drinking 
water.  Projects  range  in  size  from  several  hundred  thousand  dollars  to  well  into  the 
millions  of  dollars. 

The  city  of  West  Lafayette  serves  an  equivalent  of  43,000  people  and  includes 
Purdue  University.  In  order  to  comply  with  federal  mandates  as  well  as  continuing  to 
upgrade  the  plant,  we  will  be  asking  all  rate  payers  to  sustain  a  78  percent  increase 
in  sewer  rates. 

We  are  holding  a  public  hearing  tonight  (Feb.  18,  1993)  on  the  20  year  facility 
plan  in  order  to  qualify  for  Indiana  SRF.  Most  cities  in  Indiana  have  combination 
sewers  and  the  combined  sewer  overflow  costs  and  remedies  are  extremely 
expensive.  Every  city  has  ready-to-go  projects  that  enable  us  to  meet  economic 
growth  opportunities,  provide  jobs  and  improve  the  water  quality  in  Indiana  rivers  and 
streams. 

In  large  measure  in  response  to  your  initiatives  of  the  past  several  years,  NLC 
has  examined  and  developed  policy  addressing  many  of  the  ideas  you  have  put 
forward  in  your  proposed  National  Clean  Water  Investment  Corporation.  I  would  like 
to  focus  my  remarks  principally  on  what  the  nation's  local  elected  officials  believe  are 
the  most  appropriate  and  effective  means  to  re-establish  the  federal-state-local 
partnership  in  financing  national  goals  and  objectives  in  attaining  and  maintaining  our 
water  programs.    My  testimony  will  highlight  three  major  areas  of  concern  to  our 
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country's  cities  and  towns: 

•  Types  of  Funding  -  loans/grants 

•  Sources  of  Revenue 

•  Project  Eligibility 

•  Types  of  Funding  --  Loans 

The  National  League  of  Cities  continues  to  support  the  State  Revolving  Loan 
Fund  (SRF),  but  as  a  supplement  to,  not  a  substitute  for,  grant  assistance.  While 
municipalities  believe  the  loan  program  is  an  appropriate  vehicle  for  non-municipal 
financial  participation  in  funding  national  environmental  mandates,  overall, 
municipalities  are  significantly  less  than  enamored  of  the  SRF. 

Loans  —  at  least  as  currently  devised  --  are  not  a  viable  funding  mechanism  for 
many  communities.  A  loan,  by  its  very  nature,  is  repayable  and  for  some 
communities,  repayment  is  beyond  their  fiscal  capacity.  And,  we  believe  it  important 
to  note,  the  inability  to  repay  loans  is  neither  unique  nor  exclusive  to  small 
communities.  Many  of  the  nation's  large  and  medium  sized  cities  face  severe  financial 
constraints,  declining  revenue  bases,  middle  class  outmigration,  and  increased  federal 
intrusion  in  determinations  about  local  financing  priorities  through  costly,  and  in  many 
cases,  ill-conceived,  mandatory  requirements. 

Other  disincentives  to  use  of  the  SRF  are  the  myriad  additional  federal 
requirements  that  adhere  to  the  use  of  federal  funds  ~  Davis-Bacon  prevailing  wage 
requirements  being  one  of  the  principal  negatives.  Many  of  our  communities  have 
indicated  it  is  less  costly  to  secure  alternate  financing  for  the  construction  of 
wastewater  treatment  facilities  than  to  use  SRF  loans  because  of  the  additional  costs 
of  prevailing  wage  requirements. 

•  Types  of  Funding  --  Grants 

NLC  believes  that  without  grant  assistance  as  part  of  the  federal  commitment 
to  helping  meet  the  nation's  environmental  objectives,  it  is  unlikely  that  municipalities 
will  be  able  to  comply  with  these  mandates. 

The  previous  administration  recognized  ~  albeit  in  limited  scope  ~  that  the  only 
way  to  attain  the  national  commitment  to  secondary  treatment  [in  the  seven  coastal 
cities],  was  by  providing  grants  to  expedite  the  process.  There  is  little  likelihood  that 
cities,  confronted  with  the  magnitude  of  costs,  will  ever  have  the  resources  to 
complete  even  secondary  treatment  without  grant  assistance.  And,  EPA's  $110 
billion  estimate  for  secondary  treatment  does  not  include  the  costs  municipalities  face 
for  CSO  remediation,  stormwater  management,  or  federal  requirements  for  drinking 
water. 

NLC  policy  in  fact,  calls  on  Congress  to  restore  grant  funding  to  assist 
municipalities  in  progressing  toward  meeting  the  nation's  clean  water  goals  and 
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objectives.  Cities  should  be  eligible  for  grant  or  loan  funds  or  any  combination  of 
loans  or  grants.  The  use  of  loans  and/or  grants  should  be  tailored  to  the  specific 
needs  and  capacity  of  each  municipal  applicant  for  federal  assistance.  We  also  think 
funding  allocations  to  municipalities  should  take  into  account  not  only  a  municipality's 
ability  to  finance  projects,  but  also  past  local  efforts  to  address  the  problem.  Our  only 
constraint  on  these  funds  would  be  to  prohibit  the  use  of  grant  funds  to  repay  loans 
from  the  SRF. 

•  SouRces  OF  Revenue 

Increasingly,  as  municipalities  search  for  innovative  ways  to  comply  with  federal 
environmental  mandates,  we  have  begun  to  focus  our  attention  on  sources  of 
pollution.  For  example,  in  the  Chicago  metropolitan  area,  communities  required  to 
reduce  levels  of  air  pollution  are  giving  serious  consideration  to  significantly  increasing 
the  cost  of  driving  single  occupancy  vehicles  to  work  to  affect  individual 
transportation  choices.  In  our  deliberations  last  year,  we  approved  policy  calling  for 
economic  incentives  and  cost  internalization.  Where  applicable,  we  believe  that  the 
external  -  including  social  and  environmental  --  costs  of  products  should  be  attached 
to  the  product  price  as  a  means  of  curbing  both  point  and  non-point  source  pollution. 

While  we  support  a  redirection  of  non-domestic  spending  priorities,  we 
recognize  ~  given  the  deficit  ~  that  it  may  not  yield  the  resources  we  believe  will  be 
required  to  meet  domestic  priorities.  Your  proposal  to  levy  fees  and  impose  excise 
taxes  on  products  that  contribute  to  pollution  of  the  nation's  waters  is  long  overdue. 
While  it  can  be  argued  that  such  a  proposal  authorizes  pollution,  it  can  also  be  argued 
that  it  will  not  only  affect  consumer  decisions,  but  also  provide  the  resources  to 
remediate  pollution  where  there  are  limited  or  no  alternatives. 

Your  proposal  to  impose  fees  on  toxic  industrial  discharges  does,  however, 
cause  municipalities  some  concern.  It  does  not  take  into  account  other  fiscal 
disparities  or  state  or  federally  imposed  revenue  limitations  on  local  governments.  It 
carries  the  aspect  of  "robbing  Peter  to  pay  Paul."  We  do  not  believe  the  federal 
government  should  look  to  traditional  or  potential  local  sources  of  revenues  to  fund 
increased  federal  participation  in  financing  federal  water  mandates. 

What  this  proposal  does  not  acknowledge  is  that  regardless  of  the  fiscal 
constraints  currently  existing  at  all  levels  of  government,  the  ability  of  the  federal  and 
state  governments  to  raise  revenues  is  significantly  broader  than  that  of  local 
governments. 

States  determine  what  and  how  much  local  governments  can  tax.  Even  the 
federal  government  has  imposed  constraints  on  how  local  governments  can  finance 
sewage  treatment  plant  operation  and  maintenance  costs.  The  federal  Clean  Water 
Act  prohibits  local  governments  from  financing  these  costs  from  the  property  tax 
(deductible  from  federal  income  taxes)  and  mandates  they  be  financed  from  user  fees 
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(not  deductible).  No  similar  constraints  are  imposed  on  the  states  or  the  federal 
government.-  In  addition,  both  the  states  and  the  federal  government  are  capable  of 
raising  revenues  more  equitably  than  is  possible  for  many  local  governments.  We 
jealously  guard  our  very  limited  sources  of  revenue  and  consider  this  part  of  the 
proposal  problematical. 

While  the  tax  code  is  not  within  the  jurisdiction  of  this  committee,  NLC  also 
believes  that  is  would  provide  substantial  assistance  to  municipalities  to  remove 
current  restrictions  on  the  availability  of  federal  tax  incentives  for  public  financing  of 
environmental  infrastructure.  Such  changes  would  increase  capital  available  and 
reduce  capital  costs.  That  would  expedite  project  construction,  upgrading,  repair  and 
rehabilitation. 

•  Project  Eligibility 

NLC  specifically  supports  expanding  the  activities  eligible  for  federal  financial 
assistance  under  the  Clean  Water  Act.  We  believe  such  funding  should  be  available 
for  all  Clean  Water  Act  mandates. 

As  an  organization,  however,  NLC  has  not  addressed  the  question  of  use  of 
SRF  or  other  potentially  available  Clean  Water  Act  funding  for  Safe  Drinking  Water  Act 
purposes.  In  general  we  believe  that  there  should  be  no  mandates  without 
commensurate  federal  financial  participation  in  meeting  those  mandates.  If  an  issue 
is  sufficiently  important  that  we  need  uniform  national  standards,  then  it  should  also 
be  sufficiently  important  to  assure  the  financing  to  implement  these  requirements. 
Your  proposal  anticipates  raising  $6  billion  annually.  While  these  funds  are 
desperately  needed,  they  barely  would  scratch  the  surface  for  meeting  just  Clean 
Water  Act  mandates. 

Do  municipalities  need  assistance  in  complying  with  Safe  Drinking  Water  Act 
requirements?  Absolutely!  But  we  face  daunting,  unfunded  federal  mandates  not 
only  in  the  Clean  Water  Act's  requirements  for  secondary  treatment,  CSO  remediation 
and  stormwater  management  and  the  Safe  Drinking  Water  Act  requirements  ~  many 
of  which  make  absolutely  no  sense  at  the  local  level  (e.g.,  repeated  testing  for 
contaminants  that  have  never  appeared  in  the  local  drinking  water  supply),  but  there 
are  also  RCRA  mandates  for  solid  waste  disposal  facilities;  Superfund  liability; 
Americans  with  Disabilities  Act  requirements;  Fair  Labor  Standards  Act  costs,  etc., 
etc.,  etc.  We  either  need  financial  help  for  all  of  these  programs,  or  prioritization,  so 
we  can  rationally  approach  the  tasks  at  hand,  or  the  flexibility  to  address  what  are 
truly  the  problems  at  the  local  level. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  testify  before  you  today.  I 
would  be  pleased  to  answer  any  questions  you  may  have. 
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Mr.  Chairman,  my  name  is  Don  Ostler,  Director  of  the  Division  of  Water  Quality,  Utah  Deparenent  of 
Environmental  Quality.  I  am  also  the  national  President  of  the  Association  of  State  and  Interstate  Water  Pollution 
Control  Administrators  (ASIWPCA).  I  am  joined  here  at  the  table  by  my  colleague  Mr.  Dennis  Han, 
Administrator  of  Environmental  Regulation,  Wastewater  Facilities  Regulations  Element.  New  Jersey  Department 
of  Environmental  Protection  and  Energy,  also  a  member  of  the  ASIWPCA  Board  of  Directors. 

As  you  know,  Mr.  Chairman,  the  ASIWPCA  is  the  national  organization  of  State  officials  who  implement  the 
Clean  Water  Aa  on  a  daily  basis.  Our  Association  is  committed  to  the  environmental  objectives  set  forth  in  the 
law,  and  we  appreciate  the  opportunity  to  appear  before  you  today  to  present  the  States'  Qean  Water  perspective. 

Tremendous  strides  have  been  made  in  the  cleaning  up  and  the  protection  of  the  environment.  Since  1972  States 
have  gained  considerable  experience  in  dealing  with  the  serious  water  quality  problems  confronting  the  nation. 
We  come  before  you  today  to  share  our  experience  and  expertise.  Our  recommendations  arc  premised  on  the 
following  principles: 


The  Clean  Water  Act  is  fundamentally  sound  -  the  largest  impediments  to  the  Clean  Water  Act  goals 
are: 


♦  The  lack  of  adequate  Federal  funding  and  State  (lexibility  in  their  use,  as  well  as  delays  in 
providing  funds  that  are  appropriated. 

•  The  need  for  adequate  time  to  carry  out  the  1987  Water  Quality  Act  Amendments.  With  lack  of 
adequate  funding  and  technical  resources,  coupled  witli  delayed  policy  and  regulatory  guidance 
from  USE? A,  States  find  themselves  behind  the  implementation  schedules  as  dictated  by  Congress. 

2.  States  must  continue  to  have  the  lead  role  in  program  development  and  management. 

3.  New  Federal  mandates  must  be  accompanied  by  increased  State  flexibility  and  adequate  funding. 

4.  Existing  resources  need  to   be  utilized  more  efficiently  and  effectively  to  assure  the  desired 
environmental  results. 

5.  The  need  to  define  the  continuing  Federal  funding  role  in  infrastructure  financing  after  1994. 
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In  fuidterance  of  these  principles,  let  me  say  at  the  outset  that  municipal  pollution  ftom  treatment  plants  and  lunoff 
is  a  n^jor  nationwide  pollution  problem.  The  Association's  recommendations  on  infrastnicture  financing  do  not 
require  major  changes  in  the  Act,  and  yet  our  suggestions  should  significantly  improve  existing  programs.  The 
States  are  convinced  that  dianges  can  be  made  surgically  to  resolve  some  very  contentious  issues  currently  before 
die  Congress.  Adequate  funding  and  municipal  compliance  are  among  tlie  highest  priorities  for  State  water 
administrators,  specifically: 

1.  Pull  capitalization  of  the  State  Revolving  Loan  Fund  to  the  $18  Billion  level. 

2.  Establishment  of  a  ix)st-1994  Federal  funding  role  in  infrastructure  financing,  at  a  $5  billion  annual 
appropriatioa  [See  attached  letters  to  President  Bill  Clinton  and  to  Senator  Max  Baucus,  Chairman, 
Environment  and  Public  Works  Committee.] 

3.  Program  streamlining  and  refinement  (e.g.,  ttie  elimination  of  the  majority  of  the  Title  n  Constniction  Grants 
mandated  requirements  and  application  of  other  Federal  legislation)  to  build  the  most  projects  in  a  reasonable 
time  fi'ame  at  a  reasonable  cost 


4.  Assistance  for  hardship  and/or  small  communities. 

5.  Enhanced  funding  for  State  implementation  of  existing  Qean  Water  Act  mandates. 


L     INFRASTRUCTURE  FINANCING 

ASIWPCA  supports  the  State  Revolving  Loan  Fund  (SRF)  and  recommends  that  aU  Qean  Water 
in£rastructure  assistance  be  incoiporated  into  its  Title  VI  framewoik.  Beyond  question,  it  has  been  the  most 
successful  program  under  the  1987  Amendments.  All  States  have  SRFs.  They  are  popular  programs  that  are 
meeting  "customer  needs"  much  better  than  through  the  grant  program.  Projects  are  being  built  cheaper  and 
50%  faster.  Initiative  in  meeting  compliance  needs  is  rewarded,  rather  than  delay.  ASIWPCA  does  not 
support  the  re-creation  of  a  national  grants  program  for  mimicipal  wastewater  treatment  plant  constnictioa 
However,  to  meet  the  clean  water  needs  of  the  nation,  there  is  no  question  that  refinements  are  needed  in  the 
SRF,  based  on  experience  to  date. 

Under  any  scenario.  Federal  funds  are  limited.  The  question  before  us  is  how  they  can  be  used  efficiently, 
effectively,  and  equitably  to  bring  municipalities  into  compliance  and  assure  they  stay  there.  The  SRF  has 
the  power  to  leverage  2-5  times  the  original  Federal  investment  The  number  of  jobs,  projected  by  the 
Committee  in  its  fact  sheet  ($57,400  for  each  billion  dollars)  is,  therefore,  conservative. 
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A.  Traditional  Needs 

The  covenant  between  Congress,  the  Administration  and  the  States  in  the  1987  Act  authorized  $18  Billion 
to  capitalize  the  SRF  for  eligibilities  documented  at  the  time  the  Title  II  Construction  Grant  phase  out  was 
prescribed. 

USEPA's  Needs  Survey  at  that  time  indicated  about  $78  Billion  in  such  needs.  Most  regrettably, 
Federal  appropriations  fell  over  $1.7  Billion  short  of  authorized  levels  by  FY  1993. 

Recommendation :  To  fully  stimulate  the  economy,  produce  much  needed  jobs  and  enhance  the 
nation's  environment.  Congress  should  provide  at  least  $2  Billion  annually  for  the  SRF  program 
to  meet  basic  1972  Act  requirements  that  are  yet  to  be  fulfilled. 

B.  New  Requirements 

Tte  1987  amendments  also  mandated  substantial  changes  in  water  quality  standards,  toxics  control,  sludge 
management,  stomiwater  regulation,  and  nonpoint  source  control.  Rehabilitation  of  existing  facilities  are  a 
special  consideration,  because  facilities  constructed  in  the  eariy  1970s  are  reaching  the  end  of  their  structural 
design  life.  Estuary  protection  and  combined  sewer  overflow  correction  are  also  emerging  as  priorities. 

$34  Billion  in  needs  to  address  these  problems  have  been  docimiented  by  the  States  in  a  recent  ASfWPCA 
survey.  We  expect  that,  as  these  requirements  work  their  way  into  more  facility  plans,  the  financial  impact 
will  be  far  greater.  In  all  likelihood,  the  total  wastewater  treatment  needs  of  this  nation  in  the  next  20  years 
under  the  1987  Water  Quality  Act  are  over  $200  Billion.  To  make  progress  in  addressing  the  needs  within 
a  reasonable  time  frame,  the  SRF  will  need  to  be  capitalized  well  above  the  authorized  $18  Billion. 

Recommendation :  A  minimum  of  $3  Billion  should  be  appropriated  annually  —  through  the  end 
of  the  century  for  new  compliance  needs.  To  adequately  capitalize  the  entire  program,  therefore, 
a  total  annual  appropriation  of  $5  Billion  is  needed  to  meet  expanded  Clean  Water  Act  eligibilities. 
Inclusion  of  water  supply,  as  suggested  by  the  Conunittee  in  its  funding  proposal,  would  require 
additional  funding. 

C.  Title  n 

States  worked  diligently  to  involve  communities  in  the  State  Revolving  Loan  Program.  The  resurgence  of 
Tide  n  funding  will  encourage  communities  to  hold  out  for  the  possibility  of  a  future  grant  rather  than  move 
ahead  with  a  State  loaa  Compliance  would  be  delayed,  reinforcing  the  appearance  that  if  a  community  puts 
off  solving  their  problems  long  enough,  the  Federal  government  will  come  to  their  rescue.  And,  a  new  grants 
program  will  send  the  wrong  message  to  those  other  cities  and  towns  that  moved  forward  to  address  their 
clean  water  responsibilities  (e.g.,  penalizing  those  who  acted  swifdy  to  meet  die  requirements  of  the  Oean 
Water  Act).  The  SRF  builds  more  projects  for  the  Federal  dollar  at  less  cost,  faster,  because  it  is  simple, 
revolves  in  perpetuity,  and  leverages  other  funding  over  2-5  fold. 

Recommendation:  A  Title  n/grant  program  should  riot  be  re-established,  especially  for  single 
interest  or  region-speciflc  projects.  The  SRF  should  be  the  umbrella  for  municipal  financing. 

D.  Small  Community  Assistance 

A  1991  ASIWPCA  survey  indicates  States  track  over  15,000  small  cormnunities  imder  the  Qean  Water  Act 
for  wastewater  needs. 
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•  Over  one-third  of  SRF  ptojects  currently  identified  are  for  small  communities  (less  than  10,000). 

•  49%  of  the  15,000  tracked  will  need  wastewater  constniction  over  the  next  ten  years  with  an  estimated 
cost  of  more  than  $10  Billion  on  a  per  capita  basis. 

Many  small  communities  are  financially  capable,  but  in  approximately  half  of  the  States,  more  than  50%  of 
thcxsc  needing  construction  cannot  afford  &e  debt  service  on  an  SRF  loan  covering  dl  projea  costs.  The 
smaller  the  community  size,  the  less  viable  the  SRF  ai^ars  to  be.  Small  communities  can  find  themselves 
focing  huge  capital  debt  for  clean  water,  wittiout  the  financial  and  management  resources  and  economies  of 
scale  to  meet  their  public  health  and  water  quality  needs.  Low  interest  loans,  alone,  can  not  always  make 
compliance  affordable.  ASIWPCA  contends  that  communities  of  less  than  3,500  population  may  require 
special  attentioa 

Additional  financial  and  technical  assistance  should  be  provided  under  an  existing  program  administered  by 
flie  States  to  assist  these  small  and  hardship  areas.  The  nation  does  not  need  another  competing  Federally 
administered  program  --  small  communities  require  "one  stop  shopping".  Therefore,  ASIWPCA  recommends 
that  the  SRF  be  the  umbrella  for  providing  that  assistance. 

Recommendation:  Title  VI  should  be  amended  to  provide  a  supplementary  authorization  in  Title  VI 
for  small  and/or  hardship  communities  under  which  additional  States  should  be  authorized  to: 

O        Blend  funding  grants  as  principle  subsidies  with  SRF  loans  to  achieve  a  target  State  means  level 
of  project  affoidability,  i.e.  negative  interest  rate. 

G        Make  plaiming,  design,  construction,  and  acquisition  of  land/easements  eligible. 

D        Exempt  recipients  from  Title  n  and  Federal  "cross-cutter"  (e.g.  the  Davis  Bacon  Act) 
requirements. 

O        Allow  up  to  40  years  for  loan  repayment  for  projects  less  than  $10  Million. 

O        Provide  flexibility  to  use  a  generous  amount  of  administrative  funds  for  State  small  and/or 
hardship  commimity  outreach  and  technical  assistance. 

Such  an  approach  will  meet  small  and/or  hardship  community  needs  without  undermining  the  perpetual  nature 
of  the  SRF  program.  By  focusing  on  the  objective  -  affordable  treatment  -  equity  is  assured  and  program 
balkanization  is  avoided.  Enhanced  assistance  could  be  triggered  when  sewer  service  charges  exceed  150% 
of  the  average  State  charge,  for  example.  The  Farmers  Home  Administration  program  provides  another 
model.  Basing  "hardship"  on  one  standard,  e.g.  the  national  (vs.  State)  median  household  income,  would  over 
compensate  communities  in  some  States,  while  disqualifying  hardship  communities  in  other  States.  Careful 
consideration  needs  to  be  given  State  to  State  on  conununity  size,  i.e.,  what  is  small  in  one  State  may  not  be 
in  another. 

E.    General  State  Revolving  Loan  Fund  Program  Refinements 

Congressional  iiuent  was  clear  in  its  encouragement  for  the  States  to  establish  SRF  programs.  We  at 
ASIWPCA  are  delighted  that  all  50  States  now  have  SRF  programs  in  place.  Much  has  been  learned  along 
the  implementation  trail.  Based  on  the  considerable  experience  gained  in  SRF  administration  and  loan 
marketing,  States  recommend  the  following  program  enhancements  to  expedite  and  improve  program 
performance: 
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Grant  Payments  -  Federal  capitalization  grant  payments  should  be  in  cash,  as  the  1987  Aa  intended. 
The  current  Letter  of  Credit  diminishes  the  Fund's  coipus,  increases  administrative  costs,  delays  cash 
flow,  and  inhibits  creative  financing. 

State  Administrative  Costs  —  As  defined  by  USEPA  attorneys,  4%  of  the  capitalization  grant  is  available 
for  State  program  administration  in  that  fiscal  year,  and  no  more  regardless  of  the  accumulated  size  of 
the  SRF.  Because  capitalization  grants  are  to  end  in  1994,  so  do  any  funds  for  administration  (according 
to  USEPA 's  interpretation).  State  legislators  have  embraced  the  SRF  as  a  self  contained  program,  so  to 
now^  say,  "we  have  been  done  in  again."  will  cause  the  States  and  the  Federal  government  serious 
credibility  problems.  For  this  reason,  ASIWPCA  recommends  that  the  4%  administrative  allowance  be 
tied  to  the  authorization  (vs.  appropriation)  level,  with  a  minimum  of  $4(X),000  per  State.  No  Federally 
imposed  limit  should  apply  to  using  loan  repayments  to  States  or  other  monies  (e.g.,  bond  proceeds) 
contributed  to  the  fund. 

Planning  Setaside  ~  The  Act  should  clarify  that  the  40%  Title  II  pass-through  to  local  governments  does 
not  apply  to  Section  604(b)  funds.  This  holdover  makes  no  sense  in  a  loan  program. 

Requirements  -  The  Act  should  clarify  that  only  requirements  specified  in  their  entirety  in  Title  VI 
apply.  The  SRF  can  meet  customer  needs  only  be  being  competitive  in  the  market  place.  Each  Title  II 
Federal  requirement  applied,  for  example,  increases  costs  and  construction  time  even  though  the  funds 
must  be  repaid  to  the  SRF. 

*  Cross-cutters:  Cross-cutting  laws,  such  as  the  Davis  Bacon  Act  should  not  apply. 

*  Eligibilities:  The  SRF  was  created  to  fund  projects  broadly  eligible  under  Sections  212,  319  and 
320.  Therefore,  the  Act  should  clarify  that  the  20%  limitation  in  TiUe  II  on  use  of  fimds  for 
collector  sewers,  rehabilitation,  combined  sewer  overflows,  etc.,  does  not  apply  to  the  SRF. 

Land  Eligibility  ~  The  Act  should  be  amended  to  make  acquisition  of  land,  easements  and  rights  of  way 
eligible. 

Loan  Amortization  Period  —  States  should  have  flexibility  to  extend  the  20- year  loan  repayment  period 
up  to  30  years  generally  for  hardship  situations,  and  up  to  40  years  for  financial  hardship  communities 
vhith  projects  less  than  $10  Million.  Just  this  one  reform  can  make  the  SRF  affordable  in  many  more 
communities. 

Federal  Oversight  --  The  Aa  should  tenninate  USEPA/lnspeaor  oversight  of  Intended  Use  Plans,  annual 
repons,  and  audits  in  the  loan  program  within  a  reasonable  period  after  the  last  deposit  of  Federal  money 
is  made,  as  outlined  below: 

Intended  Use  Plan  Review  -  One  year  after  last  capitalization  grant. 
Annual  Report  -  One  year  after  last  deposit  of  Federal  money. 
Annual  Review  -  Two  months  after  last  annual  report 
Aimual  Audit  -  Two  years  after  last  deposit  of  Federal  money. 

*  Audits:  The  1987  Water  Quality  Act  requires  audits  as  necessary,  but  USEPA  mandates  them 
annually  at  State  expense.  States  should  be  able  to  use  the  Single  Audit  Act  to  satisfy  the  law. 
It  is  the  accepted  method  of  auditing  to  eliminate  duphcation  and  expand  coverage  of  Federal 
dollars.  ,  ^ 
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G  Needs  Survey  ~  A  credible  survey  should  be  undetuken  periodically  of  aU  municipal  needs  eligible  for 
SRF  financing  under  the  1987  Act,  such  as  upgrades  to  meet  water  quality  standanls,  sludge  disposal, 
refuibishment  of  aging  facilities,  stonnwater  management,  nonpoint  source  control  and  estuary 
managemeiu. 

O  Title  n  Closeout  —  The  Act  should  authorize  States  to  use  Title  II  de-obligations  and  reaUotments  in  the 
SRF.  Title  VI  administration  funds  should  not  be  used  to  close-out  the  grants  program,  since  they  are 
already  inadequate  for  long  teim  SRF  fund  managemem. 

IL   STATE  MANAGEMENT  ASSISTANCE 

A.    State  Capacity  Building  -  (Section  106) 

State  implementation  of  the  Oean  Water  Act  is  drastically  under-funded.  When  one  considers  the  rate  of 
inflation,  a(^>ropriations  remain  at  the  1970  leveL  And,  as  every  member  of  this  Subcommittee  knows  fiill 
well,  program  mandates  have  increased  exponentially.  A  recent  ASIWPCA  survey  documented  funding  needs 
as  follows: 

Cost  of  Operating  the  Qean  Water  Act  Framework  $47S  Million 

Additional  Costs  of  Implementing  1987  Amendment  Programs  230 

TOTAL  CLEAN  WATER  ACT  PROGRAM  COST  70S 

Estimated  Funds  Available  [Federal,  Suae,  other]  300 

FY93  Shortfall  $405  Million 

These  are  conservative  estimates.   Additional  requirements  or  "costing  out"  USEPA  regulations  (e.g. 
stormwater)  would  add  significantly  to  the  total. 

USEPA's  practice  of  setting  aside  significant  fimds  for  what  they  consider  to  be  "special  projects"  exacert>ates 
an  already  untenable  situatioa  It  takes  several  years  fo  develop  programs  and  staff  for  emerging  priorities, 
e.g.  stonnwater.  One  time  projects  cannot  build  State  program  and  technical  capability.  We  suggest  that 
Congress  take  a  comprehensive  look  at  consolidating  new  and  old  entitlement  grants/setasides  into  Section 
106.  Each  grant  (IS  in  FY  1991)  has  separate  matching,  eligibility,  work  plan,  application  and  reporting 
requirements.  The  duplication  and  transactional  costs  divert  much  needed  resources  away  firom  clean  water 
goals.  The  balkanization  delays  fimding  often  until  the  last  fiscal  quarter,  and  impedes  State  ability  to  address 
priority  problems  from  a  comprehensive  perspective,  prevent  pollution,  reduce  risks,  and  achieve 
environmental  results. 

Recommendations: 

1)  The  Section  106  authorization  should  be  increased  to  $145  Million  with  a  statutory  allotment 
formula, 

2)  The  program  should  be  advance  funded  or  requirements  should  be  placed  on  USEPA  to 
make  grants  to  the  States  within  30  days  of  apportionment, 

3)  106  should  be  recognized  in  the  law  as  the  framework  for  providing  funds  to  the  States  for 
implementing  Clean  Water  Act  requirements,  and 
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4)        A  single  SUte/USEPA  negotiation  process,  with  its  associated  accountability  requirements, 
should  be  created  as  the  mechanism  to  address  Congressional  priorities. 

B.  Fees 

The  rcauthorization  should  consider  innovative  funding  for  State  management  to  further  close  the  funding  gap. 
including  a  discharge  pennit  fee  system.  Certain  tenets  must  apply: 

□    States  should  be  authorized  to  collect  the  fees.  Funds  should  not  flow  through  the  Federal  government 
with  its  bureaucratic  vagaries  and  unpredictability. 

a    Fees  collected  should  be  considered  State  monies  for  use  as  needed  to  cany  out  the  Clean  Water  Act 
and  only  the  Qean  Water  Act 

O    The  current  level  of  effort  from  State  general  revenues  should  be  maintained. 

Fee  programs  can  be  very  helpful,  but  can  also  cany  with  them  unwanted  negative  baggage  (e.g..  the  loss  of 
State  legislative  funding  and  political  support).  Such  negative  impacts  must  be  minimized.  Fee  systems 
should  be  designed  carefully,  based  on  credible,  readily  available  data,  specifically  to  fund  NPDES  program 
administration.  They  are  a  cumbersome  tool  for  achieving  other  Qean  Water  objectives.  In  addition,  any 
fee  system  should  recognize  that  municipalities,  as  the  principal  payer,  are  financially  stressed.  Local  entities 
operating  pretreatment  programs  should  be  able  to  assess  administrative  fees. 

C.  Nonpoint  Source  (NPS)  and  Lake  Management 

hfPS  control  should  be  viewed  as  a  long  tenn  task,  comparable  to  point  source  control,  but  requiring  a  much 
higher  level  of  intergovernmental  cooperation.  Demonstration  projects  alone  will  not  accomplish  the  needed 
water  quality  improvements.  A  stronger  framework  should  be  established  in  the  law  to  implement  NPS 
programs  requiring: 

1)  Adequate  Federal  funding  for  NPS  control  and  State  management. 

2)  USEPA  to  increase  public  awareness,  develop  good  science  and  regulatory/economic  incentives,  and 
issue  guidance  for  evaluating  State  programs.  The  guidance  should  address  source  categories  to  cover, 
evaluation  criteria,  methods  to  estimate  reductions  in  NPS  loads,  evidence  of  necessary  local  government 
authorityAnvolvement,  and  critical  habitat/ecosystem  protection. 

3)  SUtes  to: 

*  Identify  priority  watersheds,  set  goals,  and  establish  implementation  mechanisms  with 

schedules  and  a  monitoring  program  in  30  months. 

*  Evaluate  progress  towards  meeting  water  quality  standards  within  48  months  after  program 
approval. 

*  Update  the  program  as  needed  to  address  water  quality  violations  within  12  months  after 
evaluation  (and  every  5  years  thereafter). 

4)  Federal  agency  activities  and  programs  to  be  consistent  with  State  plans. 
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To  achieve  these  objectives,  more  funds  and  raorc  efficient  delivery  systems  are  needed.  A  6-8  year  period 
will  be  requirgd  to  upgrade  the  effon  and  evaluate  success.  The  present  process  of  State  work  plan 
development  and  USEPA  involvement  project  by  project  in  carrying  out  approved  319  programs  is  not 
manageable  as  State  programs  mature  and  funding  increases.  State  use  of  319  funds  should  be  solely  based 
on  a  USEPA  approved  MPS  implementation  plan  (NIP).  Grants  or  loans  distributed  by  States  should  be 
structured  to  require  appropriate  local  commitment.  The  range  of  problems  eligible  should  not  change. 
However,  the  type  of  activities  covered  by  grants  for  implemeruation  should  include,  but  not  be  limited  to, 
tbe  following:  planning,  assessment,  demonstrations,  enforcement,  technical  assistance,  education  and  training. 
Institution  of  local  programs  should  be  eligible. 

Recommendation:  Current  SRF  eligibilities  should  be  retained  to  allow  for  coverage  of  NPS 
projects.  The  Section  319  program  should  continue  to  cover  NPS  program  implementation 
costs  not  reasonably  addressed  through  the  SRF.  The  long  term  State  goal  is  to  move  the 
NPS  program  to  a  point  where  it  can  be  integrated  into  Section  106  and  SRF  structures. 
In  the  interim,  annually  the  following  should  be  authorized  under  Section  319: 

FY  1994-96,  $500  MilUon 
FY  1997-98,  $1  Billion 

A  set  distribution  formula  should  be  used  for  the  States  -  with  no  national  setaside  for  "beauty 
contests"  (i.e.  competitive  projects  at  the  USEPA  level). 

The  existing  40%  match  should  be  retained. 

SUtes  should  be  able  to  use  up  to  20%  or  $200,000,  whichever  is  greater,  to  manage 
implementation,  including  developing  the  NIP  and  updating  319  plans.  The  setaside  for  USEPA 
administration  should  not  exceed  5%  of  funds  appropriated. 

5.    Clean  Lakes  -  The  Clean  Lakes  Program  has  a  key  role  in  managing  the  nation's  lakes  for  maximum 
beneficial  use  and  enjoyment. 

Recommendation:  A  level  of  support  in  the  amount  of  $10  Million  annually  will  assure  the 
minimum  level  necessary  for  progress  in  Section  314  lakes  management. 
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SUMMARY 

Mr.  duinnm.  you  and  this  Committee  have  understood  and  woiked  for  full  funding  for  the  water  programs 
created  under  your  jurisdictioa  And  yet.  through  the  appropriations  process,  we  are  finding  ourselves  fiuther  and 
fiinher  behind  the  funding  "etgix  bdL'  The  financiers  say  there  is  no  new  money  and  that  may  well  be  so, 
because  we  have  seen  water  funding  go  down  to  o£EBet  increases  for  the  Air  Aa  as  well  as  other  environmental 
programs.  This  raiding  of  the  water  budget  must  stop.  Utilizing  the  reautborizatioa  process,  we  must  remind 
our  nation  that  water  is  the  substance  of  life,  our  most  precious  and  most  taken  for  granted  natural  resource. 
Water  is  also  the  ultimate  sink  for  all  the  woild's  pollution  load. 

Mr.  Chaimian.  members  of  the  Committee,  as  we  address  Qean  Water  Act  reauthorization,  we  look  to  you  to  help 
us  increase  the  water  budget  to  assure  that  government  ofBdals  responsible  for  implementing  this  Clean  Water 
Act  can  at  least  be  on  par  with  their  colleagues  in  the  other  environmental  media. 

Thaiik  you,  Mr.  Chairman,  for  you  interest,  your  insight,  and  your  leadership  in  the  protection  of  our  waters.  We 
at  ASIWPCA  also  extend  our  appreciation  to  your  fine  staff.  Mr.  Stelle,  Ms.  Polo,  and  Mr.  Ashe  have  been  most 
helpful,  and  we  thank  all  of  you  for  your  hoqritality. 
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Xhe  Prasidait 
lb*  Whit*  Boos* 
V*ahla«tea,  D.C.  30S00 

I>«ar  Mr.  PrMldottt 

Durla*  your  Bectliv  with  tht  CcTemora  o&  February  1,  Hr.  ?«n€tt»  tnd 
S«cr«t«ry  Clnorea  Mked  vbether  stttea  vere  c«p»bl«  of  cr«»tlB«  jobs 
tl««u«h  tbe  latanedal  Snrfaea  Traaaportaclon  Efficiency  Act  (ISTEA) 
and  tha  ce^nalcy  davelopacat  block  sraat  precraa  (CSBC)  vltMn  the 
60  to  90  day  t«r(et  of  the  prepoaed  aclanlua  packas**  Ton  aald  you 
bellarad  that  atataa  could,  baaad  en  your  asperlence  ia  Axkasaas.  Ws 
•treacly  acree. 

Attached  la  a  propoaal  that  the  OoTcmora  uoaalaoualy  adopted  on 
rabruaxy  2.  Ve  axe  coBBlttad  to  prejacta  that  create  joba 
Imedlately  while  eontrlbutla*  to  loac-tetB  preduetlTlty.  Specific 
ready-to-to  projecta  hare  been  Ideatlflad  by  the  Aaerlcaa  Aaaoclatlon 
of  State  Elshway  and  Tranaportatlea  Offieiala,  tha  Aaaoclatlon  of 
State  and  Interstate  Water  Pollution  Coatrel  Adidalatrators,  and  the 
Coimell  of  State  Conunlty  OaTelopaaat  Ageaelaa.  Ihla  recent  backup 
data  la  aTallable  If  aeceaaary. 

Statea  apcat  all  their  fnndlnc  mder  the  highway  obllsatlon  callln< 
last  year,  the  current  dean  water  funds  aeet  a  fraction  of  the 
Inadlate  needa,  and  tha  atate  ahare  of  the  conunlty  darelopBeat 
block  sraat  la  one  of  the  beat  federal-atate-local  protraaa  today. 
We  hare  cospleted  etate>by-atate  aurreys  la  tha  laat  two  weeks  and 
have  documented  apedflc  projects  that  are  ready  to  t»  under  ISIEA, 
CDBC,,and  clean  water  prograaa.  Each  benefits  both  atate  and  local 
toreraaeata. 

The  critical  iaaue  la  the  coaaeetlon  of  atlsulua  projecta  to 
len«-tera  national  produetiTlty.  The  eovernors  are  conTlnccd  that 
the  ezlstlns  procraaa  of  ISIEA,  dean  water,  sad  COBC  are  the  best 
Tchlelea  for  lonedlate  and  sustained  Job  creation. 

If  local  iapact  is  an  issue,  it  is  iaportant  to  reaeaber  that  60 
percent  of  ISIEA  funds  are  either  spent  in  urban  areas  or  passed 
throuth  to  local  (OTeraaenta,  and  all  of  the  CDBG  and  clean  water 
funds  are  passed  through  to  local  governments.  However,  the  state 
role  in  the  prograaa  ensures  that  the  funds  go  to  rural  eoaaninltiee 
and  small  cities,  as  well  as  central  cities. 
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INFRASTRUCTURE  INVESTMENT  FOR  TBE  1990s 
Januaiy  15, 1993 

INTRODUCTION 


Background 


Between  1948  and  1973,  the  growth  in  U^  productivity  averaged  nearly  3  percent  per  year.  In  1973.  productivity 
growth  declined  dramatically,  avenging  Jnn  1  permit  per  year  siaoe  that  time.  This  significant  drop  in 
prodiictiWty  growth  has  residted  in  a  sobstantial  decUne  in  real  wages  aiid  a  stagiiant  standard  of  living  for  nearly 
two  decades.  (The  reductions  in  the  standard  of  living  would  have  been  greater  had  the  number  of  two-wage 
earner  {unities  not  increased  dramatically.) 

While  the  imderlying  causes  of  the  slowdown  in  productivity  are  not  entirety  clear,  there  is  substantial  evidence 
to  suggest  that  it  has  been  caused,  at  least  in  part,  by  the  decline  in  public  and  private  investment  over  the  last 
twenty  years.  To  assist  in  increasing  long-term  productivity,  we  are  recommending  a  modest  increase  in  highway, 
transit,  clean  water,  and  other  infrastruaure  of  S8  to  SIO  billion  per  year  over  the  next  five  years,  as  noted  in  the 
attached  table. 

This  proposal  is  made  within  the  context  of  significant  deficit  reductioiL  Funding  would  come  from  a  shift  in 
priorities  toward  long-term  investments  in  America's  future.  This  is  a  long-term  proposal  to  increase  public 
investment  and  productivity.  While  the  intent  is  not  to  stimulate  short-term  growth,  it  could  be  modified  to  also 
be  an  effective  short-term  policy.  If  there  is  a  short-term  stimulus  package,  then  these  proposals  are  the  ones 
most  consistent  with  long-term  growth.  To  ensure  the  rapid  deployment  of  funds,  some  additional  flexibility 
would  be  necessary,  including  a  streamlined  decision  process,  expanded  eligibility  for  maintenance  projects,  and 
relaxed  matching  requirements. 

This  proposal  was  created  as  a  joint  projea  of  the  National  Covenon'  Association,  National  Conference  of 
State  Legislatures,  American  Association  of  Sute  Highway  and  Transportation  Officials,  Association  of  State 
and  Interstate  Water  Pollution  Control  Administratots.  and  the  Council  of  State  Community  Development 
Agencies.  It  is  consistent  with  the  existing  policies  of  these  organizations. 

A  Long-Term  Policy 

Recent  studies  clearly  indicate  that  there  is  a  need  for  more  private  investment  in  capital  equipment  and  research 
and  development.  Also  important  is  the  need  for  increased  public  investment  in  education,  training,  infrastruc- 
ture, and  research  and  development.  Among  the  most  important  components  of  public  investment  from  the 
federal  level  is  infrastruaure.  A  host  of  analytical  studies  support  the  faa  that  increased,  long-term  commitments 
to  infrastruaure  reap  major  returns  in  increased  productivity,  international  competitiveness,  and  an  enhanced 
living  standard.  The  General  Aoootuting  OCfioe  recently  indicated  that  net  investment  has  declined  sharply  as  a 
percent  of  gross  national  produa  from  9.8  percent  in  the  196Qs  to  6.0  percent  today.  This  makes  the  United 
States  last  compared  with  the  other  twenty-four  member  nations  of  the  Organization  for  Economic  Cooperation 
and  DevelopmenL 

A  Short-Term  Policy 

Increased  infrastruaure  investment  is  an  excellent  long-tenn  economic  strategy,  but  it  also  can  be  an  effeaive 
short-term  stimulus.  In  the  short  term,  financial  support  of  the  nation's  infrastruaure: 

•  utilizes  existing  programs  and  regulations  to  quickly  create  jobs; 

•  focuses  suppon  toward  an  industiy  that  has  a  high  unemployment  rate; 

•  targets  programs  where  sute  surveys  indicate  that  a  substantial  number  of  projects  arc  ready  to  go  to 
constniaion; 
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•  provides  much  needed  funding  suppon  directly  to  sute  and  local  governments;  and 

•  minimizes  the  short-term  impaa  on  the  federal  deficit. 

Program  Areas 

The  states'  proposal  for  Infrastructure  Investmeru  for  the  1990s  focuses  specifically  on  the  major  hiEh-prioritv 
infrastructure  programs: 

L      Intennodal  Surface  Transporution  Efficiency  Aa  (ISTEA) 
n.     Qean  Water  State  Revolving  Loan  Fond 
m    Community  Development  Block  Gnnt 

Immediate  investment  in  these  three  programs  will  increase  productivity  and  create  Jobs  in  the  shon  and  long 
term.  The  short-term  outputs  also  will  increase  the  long-term  anility  of  American  life.  For  example,  transpor- 
tation investment  will  reduce  congestion  and  improve  air  quality  across  the  nation.  Similarly,  investment  in 
water  and  wastewater  treatment  systems  and  community  development  will  enhance  the  health  and  environmental 
welfiue  of  Americans,  and  at  the  same  time,  provide  community  revitalization. 
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L  

INTERMODAL  SURFACE  TRANSPORTATION  EFTICIENCY  ACT  OSTEA) 

Program  Description 

ISTEA.  authorizes  funding  for  roads  and  bridges,  highway  safety  and  transit  programs,  highways,  and  a  pan  of 
the  transit  programs  being  fiii«nr.-/<  out  of  the  Highway  Tnist  Fund,  with  fledbili^  to  move  substantial  amounts 
of  hi^iway  funding  to  transit 

The  ISTEA  authorization  for  fiscal  1993  for  highways  totaled  S20.4  billion,  and  for  transit  iS2  billion. 
Regretubly,  Congress  has  appropriated  only  Sl&X)  billion  and  i3£  billion,  respectively.  In  addition.  S6J  billion 
remains  inaooessible  due  to  obliption  limits.  It  is  estimated  that  at  least  15  percent  of  highway  program  funding 
will  be  spent  at  the  local  level  "nie  majority  of  the  transit  fimdiag  also  will  go  to  local  governments  and  transit 
agencies.  Depending  upon  Qeadbility  decisions,  more  finding  could  be  spent  at  the  local  level,  since  many  suie 
projects  occur  in  urban  and  suburban  areas. 

The  Specific  Proposal 

Fund  ISTEA  to  at  least  its  congressionally  authorized  levels,  for  both  highways  and  transit,  for  the  life  of  the 
legislation. 

The  Secretary  of  Transportation  should  fulty,  actively,  and  consistently  implement  the  provisioiis  of  ISTEA  that 
wiUprodiiceqnick  preventive  action  to  repair  and  fcstore  transportation  in&astrtictaTe.jniis  action  shooM 
eligwUity  for  simple  preservation  projects,  greater  flenbility  among  program  categories,  streamlined  decision 
processes,  and  reuxed  matching  requirements. 

The  provisions  of  ISTEA  allow  stttes  to  have  100  percent  funding  for  highway  projects  in  fiscal  1992  and  fiscal 
1993.  A  lew  states  indicate  possible  matching  pioMeos  in  fiscal  years  1994  to  1996,  which  could  be  resolved  by 
extending  current  provisions.  Some  local  goveraments  and  agencies  might  need  a  waiver  on  the  match  for  transit 

Long-Tenn  Needs 

The  FMeral  Highway  Administration  has  documented  federal'aid  highway  capital  needs  to  be  at  least  S4S.7 
bniion  per  annum  to  maintain  1989  conditions,  and  S74.9  billion  to  sigidficantly  improve  conditions  to  a 
reasonable  level  By  comparison,  in  1991.  the  total  capital  investment  by  all  leveb  of  government  was  only 
S36.2  bOlioiL  In  transit,  the  FederalTtansit  Administration  indicates  a  capital  funding  need  of  S7.5  billion. 

The  states'  ca^dty  to  use  highway  funding  bqnnd  the  authorized  levels  of  ISIEA  was  addressed  in  a 
December  1992  tvnvf  by  the  Americui  Association  of  State  Highway  and  Ttinsporution  Officials 
f  AASHTO).  The  dau  collected  indicate  that  some  S23  billion  is  needed  above  and  beyond  the  authorized 

Sfion-Term  Needs 

Sutes  and  other  intended  recipients  of  ISTEA  funds  are  prepared  to  put  additional  funding  to  immediate 
use.  The  AASHTO  survey  identified  a  state  capacity  to  utilize  at  least  SS.5  billion  in  addmonal  highway 
funding  during  fiscal  1993  over  the  S18.1  billion  provided,  of  which  some  S3  J  billion  would  be  utilized  on 
labor-intensive  rehabilitation  projects  that  could  move  quickK.  An  American  Public  Transit  Association 
survey  of  transit  agencies  and  su(es  found  that  they  could  utilize  an  additional  S7.2  billion  in  the  nan  ten 
months. 
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n. 

CLEAN  WATER  STATE  REVOLVING  LOAN  FUND 

Program  Description 

The  1987  Qean  Water  Act  revolutionized  vrastewater  financing  by  eliminating  the  Construction  Grant  program 
and  creating  the  State  Revolving  Loan  Fund  (SRF)  to  finance  wastewater  infrastruaure  in  perpetuity.  SRF.  built 
with  federal  seed  hinding  and  a  20  percent  state  match,  has  been  implemented  in  all  fifty  sutes,  has  been  well 
accepted,  and  is  hailed  as  a  model  for  federal,  sute,  and  local  cooperation.  Sutc-administercd  SRFs  provide  in 
perpetuity  financing  and  expedited  construction  of  environmental  projects. 

The  aa  envisioned  a  six-year  $8.4  billion  capitalization  to  be  phased  out  in  fiscal  1994.  However,  because  of  the 
effectiveness  of  SRF.  Congress  continues  to  fund  the  program  -  $Z48  billion  in  fiscal  1993,  with  all  funds  going 
to  locally  sponsored  projecu  and  a  subset  of  S490  million  in  grants  for  eleven  specific  munidpaliues.  Revolving 
at  the  state  level,  SRF  has  a  'multiplier'  effea  that  can  leverage  two  to  five  times  the  original  investment  in 
construction  through  bonds  and  loan  repayments.  In  contrast,  55  to  75  percent  of  federal  matching  grants 
discourage  local  initiative  and  often  reward  noncompliance. 

The  SpcdCc  Proposal 

SRF  should  be  authorized  and  appropriated  at  the  S5  billion  level  annually  in  fiscal  years  1994  to  1997,  as 
onginaliy  authorized  for  wastewater  by  the  Qean  Water  Act  of  1972.  This  amount  does  not  reflea  the  $10  billion 
in  increased  mandates  under  the  1987  aa  or  inflation.  Because  SRF  is  unique  in  its  ability  to  provide  capital 
investment  and  jobs  (e.g.,  $5  billion  generates  up  to  350,000  jobs  annually  and  more  than  two  to  five  times  that 
investment  in  projects  over  time),  the  long-term  benefits  arc  particularly  attractive  in  SRF.  The  authorized  level 
for  this  program  in  1980  was  $5  billioiL 

Shon'Term  Needs 

To  ensure  immediate  investment,  states  need: 

•  elimination  of  the  match  requirements  for  any  supplemental  appropriation; 

•  eligibility  for  purchase  of  land/easements; 

•  elimination  of  restrictions  on  funding  collectors  and  combined  sewer  overflows; 

•  elimination  of  disbursement  restrictions  under  the  letter  of  credit; 

•  extended  repayment  periods  and  blended  principal  subsidies  with  loans  for  small  hardship  communities; 

•  elimination  of  limitations  on  refunding/refinancing  and  cash  payments; 

•  elimination  of  funding  for  project-specific  grants;  and 

•  eligibility  for  water  supply  projects  in  states  currently  meeting  Qean  Water  Act  requirements. 

The  Association  of  State  and  Intersute  Water  Pollution  Control  Administrators  has  documented  wastewater 
needs  in  excess  of  $10  billion  in  projects  able  to  move  immediately  to  construction. 

Long-Term  Needs 

State  are  encountering  significant  difficulty  in  providing  a  20  percent  match.  To  address  this  and  related 
concerns,  there  is  a  need  to: 

•  simplify  federal  requirements; 

•  provide  broad  flexibility  to  extend  repayment  periods; 

•  increase  the  administration  allotment  above  the  4  percent  of  an  annual  appropriation;  and 

•  enhance  eligibilities,  provided  funds  are  available  above  the  $5  billion  level 

The  nation's  wastewater  treatment  needs  documented  by  the  sutes  and  the  U.S.  Environmental  Protection 
Agency  (EPA)  exceed  S130  billion.  With  the  inclusion  of  unfunded  congressional  mandates  from  the  1987 
Qean  Water  Aa  (e.g.,  stormwater,  preucatmeni,  combined  sewer  overflow,  and  toxic  controls),  this  figure 
will  exceed  $200  billion.  SRF,  with  its  leveraging  potential,  offere  the  most  effective  national  vehicle  for 
addressing  these  needs. 
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COMMUNITY  DEVELOPMENT  BLOCK  GRANT  PROGRAM 

Program  Description 

The  Community  Development  Block  Grant  (CDBG)  program  is  the  Urgcst  federal  grant-in-aid  progrMi  for  a 
wide  range  of  community  development  projects  that  primarily  benefit  low-  and  moderate-income  people.  Eligible 
activiiies  include  the  acquisition,  constrxicuoo.  reconstruction,  and  installation  of  local  public  works  and  related 
(adliiies  such  as  water  and  wastewater  treatment  systems. 

In  1992,  Congress  appropriated  0.4  billion  for  the  CDBG  program.  By  sutute,  entiUement  communities  (cities 
with  poptiUtwns  ofat  least  50,000)  receive  70  percent  of  the  appropriauon  and  states  receive  30  percent,  which 
is  passed  on  to  local  governments  in  nonentitlemcat  areas  (dties,  counties,  and  towns  with  populations  of  less 
thanSOJooa)  More  than  half  of  state  CDBG  funds  were  invested  in  public  £adlity  projects  m  1990.  and  of  this 
amount,  approximately  one-third  was  invested  in  water,  sewer,  and  flood  control  projects.  While  no  sute  or  local 
government  match  is  required  for  projea  funds,  suics  must  provide  a  match  for  their  administrative  costs 
allowance.  By  statute,  states  are  aUowed  to  use  only  $100,000  plus  2  percent  of  the  annual  allocauon  for 
administrative  costs;  the  balance  must  be  distributed  to  local  government  projects. 

The  Specific  Proposal 

Congress  has  appropriated  $4.0  billion  for  the  CDBG  program  in  1993  and  has  authorized  $4,168  billion  in  1994. 
We  propose  a  supplemental  appropriauon  of  $L2  billion  in  1993.  to  bring  the  total  to  $5.2  bUlion.  Congress 
should  moease  appropriations  above  the  Congressional  Budget  Office  baseline  by  $1.4  billion  in  1994,  $L6  bil- 
lion in  1995.  $1.8  billion  in  1996.  and  $2.0  billion  in  1997. 

The  current  CDBG  deliveiy  system  has  proven  to  be  a  cost-eCfective  and  efficient  mechanism  for  the  equiuble 
distribution  of  public  funds.  The  system  can  readily  absorb  the  increased  funding  proposed  because  the  delivery 
pipelines  are  in  place.  However,  to  increase  effideni^  and  to  marimiTf,  the  program  impaa  in  the  long  term, 
some  streamlining  adjustments  are  needed.  In  the  short  term,  adjustments  are  necessary  to  the  supplemental 
appropriation  to  accelerate  the  distribution  of  funds  to  local  governments.  Waivers  simOar  to  those  offered  in 
rhaimiati  Gonzalez's  bOl  (HJL  4073)  are  needed  for  CDBG  to  be  an  effident  economic  stimolus  mechanism. 

Long-Term  Needs 

Based  on  EPA's  1988  Needs  Survey,  projected  federal  and  state  funding  will  cover  only  35  percent  of  the 
community  wastewater  treatment  needs  m  46  states  between  1988  and  1999.  It  is  expeaed  that  sutes  and 
local  ffovemments  may  have  to  generate  the  funds  to  fill  this  gap.  Maw  small  and  rural  communities  are 
unable  to  repay  even  no-interest  foans.  Therefore,  the  availability  of  small  and/or  hardship  coinmunity  grants 
through  the  CDBG  program  is  essential  to  enable  rural  commimities  to  comply  with  environmental  and 
public  health  mandates. 

Shan-Temt  Needs 

Based  on  a  1993  survey  by  the  CouncQ  of  Sute  Community  Development  Agendes,  sute  CDBG  program 
managers  estimate  that  they  could  have  spent  more  than  twice  their  1991  funding  allocations  on 
CDBG-eligible  projects,  most  of  which  involve  community  infrastrucnue  investment  This  excess  demand 
averages  $Sl5  million  per  state,  but  runs  as  high  as  $122  million  in  Michigan  or  more  than  400percent  above 
the  sute's  allocatioiL  Demand  for  CDBG  infrastructure  grants  is  expected  to  increase  in  1993  as  sute  and 
local  governments  struggle  to  comply  with  the  new  set  of  requirements  mandated  by  tbt  Qean  Water  Act 
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SELECTED  INVESTMENTS  FOR  THE  1990s 


Eitaaed 

Proieaed 
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1993 
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1995 

1996 

1997 

IStBAHicbwiy 

CuftwH/BMriine  Speading 

17.1 

l&O 
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19.2 
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20.5 

Proposed  locrcjttc 

+  4.1 

+  3j6 

+  2.9 

+  23 

+  1.6 

Total  Higlnny  Speadins 

17.1 

211* 

2L2 

22.1 
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22.1 

ISTEAMaaTVusit 

U 

XB 
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4.1 

4.2 

4J 

Proposed  Increase 

*^\ 

♦  L2 

+  1.1 

+  0.9 

+  Z9 

Total  ThuHit  Speading 

3j8 

5.1' 

S.1 

5.1 

5.1 

7J 

Clean  Water  Revotving  Loan  Fund 

Curreat/Basefee  Spending 

Z4 

15- 

US 

2.7 

2.8 

19 

+  3i)~ 

+  2.6 

+  Z7 

+  28 

+  2.9 

Total  Funding 

24 

SJ* 

S.2 

S3 

5J 

5.7 

Curreat/Bairiiae  Spending 

3.4 

4j0 

4.1 

4J 

4.4 

4.6 

Proposed  Increase 

+  L2 

+  L4 

+  1.6 

+  1.8 

+  10 

Total  FuiKling 

34 

$i 

iS 

SS 

62 

6.6 

Total  Infrastructure  Spending 

Current/Baseline  Spending 

26.7 

28J 

V2 

30.2 

31.2 

323 

Proposed  Increase 

•«-9j6 

+  8.8 

+  8.2 

+  7.8 

+  9.4 

Total  Funding 

26.1 

37.9 

38j0 

38.5 

39i> 

41.7 

NOTES:  Baseline  funding  projecdoas  Cor  1994  tliroagh  1997  are  based  on  the  Congressional  Budget  Office's 
August  'uncapped*  bisdine  atsomptiotts.  Proposed  funding  increases  are  significantly  less  than 
retiuired  to  meet  recently  docamented  needs. 

1.      Would  req«iire  IIP  artrtitionalipeiiding  authority  to  hilly  fund  BTEA  as  eaacted,  plus  aUosT  states  to  spead  an 
artrtitiotialSUbillioa  per  year  la  cattywcrmwiding  authority. 

Z      Authorized  level  iaISTEA  as  eaacted,  which  is  pattiaiiyfiiiided  by  the  Highway  Thist  Fund. 

3.       1980  (iiading  level 

*       Of  the  $2.5  billion,  an  amoum  of  SSOO  million  was  specifically  targeted  to  regiooalptxjiea  grants.  Thus  a  loul 
of  S3  binioa  is  needed  to  tneet  the  requested  S5  billioo  authorizatioo  level 

**     Existing  SRF  eligibility  (nrhirling  drinking  water  systems). 
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STATEMENT  ON  CLEAN  WATER  FUNDING 

BY 

DENNIS  HART,  NEW  JERSEY  DEPARTMENT  OF  ENVIRONMENTAL  PROTECTION  AND  ENERGY 

TO  THE  HOUSE  SUBCOMMITTEE  ON  ENVIRONMENT  AND  NATURAL  RESOURCES 

THURSDAY,  FEBRUARY  18,  1993 


Mr.  Chairman  and  members  of  the  Subcommittee,  my  name  16  Dennis  Hart.  I  am  the 
Assistant  Director  for  Wastewater  Facilities  Regulation  with  the  New  Jersey 
Department  of  Environmental  Protection  and  Energy.  I  would  like  to  thanJc  you 
for  the  opportunity  to  come  before  you  today  to  discuss  the  Issue  of  clean 
water  related  construction  projects. 

The  RJDEPE  is  highly  supportive  of  inclusion  of  wastewater  treatment 
construction  projects  in  any  infrastructure  and  Jobs  bill  Which  is  developed 
in  the  near  future.  We  feel  that  these  projects  will  help  the  local  and  state 
economies  not  only  through  the  jobs  created  through  actual  construction  but 
also  because  of  the  ability  of  new  or  expanded  plants  to  accommodate 
additional  residential,  commercial  and  industrial  growth  throughout  the  state. 

The  1990  Needs  Survey  Indicates  that  over  $4.4  billion  worth  of  wastewater 
treatment  improvements  is  needed  in  the  State  of  New  Jersey.  Of  these  needs, 
almost  $0.5  billion  could  be  considered  current  needs,  or  projects  which  will 
start  construction  by  the  end  of  1994.  A  list  of  the  specific  projects  can  be 
provided.  Another  $0.5  billion  in  needs  are  anticipated  to  begin  construction 
by  the  end  of  1997  for  a  total  of  $1.0  billion  in  short-term  needs  for  the 
state. 
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As  I  mentioned  earlier,  we  feel  that  w«Btewater  treatment  projects  will 
definitely  be  a  atimulus  to  the  local  economy.  Baeed  on  data  developed  by  the 
New  Jersey  Wastewater  Treatment  Trust,  it  is  estimated  that  for  every  $100 
million  worth  of  construction,  3500  direct  and  7000  indirect  Jobs  are  created 
for  during  the  life  of  the  project. 

In  addition,  wastewater  treatment  expansions  and  improvements  are  sorely 
needed  by  the  State's  municipalities  to  allow  for  growth  and  development.  The 
lack  of  adequate  federal  funding  for  clean  water  infrastructure  projects 
significantly  impacts  economic  productivity  at  the  local  level.  In  several 
areas  of  the  state,  wastewater  facilities  have  been  placed  on  sewer  bans. 
These  bans,  which  are  placed  on  a  system  because  of  either  treatment, 
conveyance  or  capacity  deficiencies,  severely  limit  the  ability  of  a  treatment 
plant  to  accept  new  flow  from  any  sources.  This,  in  combination  with  the  fact 
that  many  municipalities  have  lines  which  may  be  over  100  years  old,  has 
hampered  local  economic  activity.  Sufficient  federal  funding  for  wastewater 
treatment  projects  will  allow  for  sewer  bans  to  be  lifted  and,  consequently, 
local  economies  will  be  improved. 

In  the  third  question  on  your  letter,  you  ask  what  would  be  the  best  method  to 
provide  this  funding.  The  HJDEPE  believes  that  the  same  results  as  an  expanded 
construction  grants  program  could  be  accomplished  through  modifications  to  a 
newly  capitalized  State  Revolving  Loan  (SRF)  Program.  These  modifications 
should  provide  some  level  of  flexibility  to  the  states  and  localities.  For 
example.  Section  603(d)  of  the  Clean  Water  Act  (CWA)  allows  states  to  provide 
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loans  and  other  forms  of  financial  asslBtance  but  not  principal  subsidy  to 
local  government  units  through  Its  SRF  Program.  However,  many  small 
communities  with  serious  wastewater  treatment  needs  cannot  even  afford  a  low 
Interest  loan.  The  CWA  should  give  states  flexibility,  allowing  them  to 
subsidize  the  principal  loan  amounts  under  the  SEF  Program  for  qualifying 
small  communities. 

Lastly,  the  DEPE  is  in  the  process  of  evaluating  the  "polluter  pays"  revenue 
generating  fee  program  proposal  and  would  like  to  submit  to  you  in  the  very 
near  future  the  results  of  our  analysis.  While  we  have  long  conceptually 
believed  in  a  "polluter  pays"  principal,  any  new  fees  must  be  closely 
evaluated  in  the  context  of  all  the  existing  regulatory  fees  a  facility  must 
pay  and  the  net  benefits  realized  from  Imposition  of  a  new  fee. 

Again,  I  thank  you  for  the  opportunity  to  appear  before  you  today.  I  am 
available  for  any  questions  you  may  have. 
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Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  John  Spencer,  Director  of  the 
Water  Pollution  Control  Department  of  the  Municipality  of  Metropolitan  Seattle,  otherwise 
known  as  Seattle  Metro.  I  appear  before  you  representing  the  Association  of  Metropolitan 
Sewerage  Agencies  (AMSA).  AMSA's  members  represent  nearly  150  of  the  nation's 
largest  wastewater  treatment  agencies.  We  sen/e  well  over  90  million  of  the  176  million 
total  sewered  population  in  the  United  States,  and  collectively  treat  over  14  billion  gallons 
of  wastewater  each  day. 

AMSA  strongly  supports  the  goals  of  the  Clean  Water  Act  and  believes  that  as  we  look 
ahead  to  the  next  20  years  of  clean  water  improvement,  we  must  develop  mechanisms 
that  property  balance  environmental  gains  and  their  costs.  We  must,  above  all,  provide 
the  money  to  make  it  all  possible. 

I  am  pleased  to  be  here  today  to  provide  our  perspective  concerning  dean  water  funding. 
We  greatly  appreciate  the  opportunity  to  share  with  you  our  thoughts  and 
recommendations  as  environmental  practitioners  dedicated  to  improving  the  quality  of  the 
nation's  waters.  Through  our  testimony,  AMSA  will  respond  to  the  three  specific 
questions  you  have  posed,  and  provide  our  perspective  regarding  your  proposal  for  a 
National  Clean  Water  Investment  Corporation. 


II^JTRODUCTION 

AMSA  believes  that  the  Clean  Water  Act's  historic  focus  on  techrx>iogy-based  standards 
and  end-of-pipe  treatment,  framed  by  aggressive  schedules  for  compliance  and 
supported  by  significant  federal  funding,  has  achieved  enormous  reductions  in  the 
pollutants  discharged  to  our  nation's  waters.  These  successes  would  have  been 
impossible  without  one  important  ingredient  -  the  significant  support  provided  through 
the  Construction  Grarrts  Program. 

Through  the  Construction  Grants  Program,  federal,  state  and  local  nxxiies  provided  the 
impetus  to  improve  and  protect  our  nation's  waters.  As  a  result,  significant  strides  in  the 
areas  of  secondary  and  advanced  treatment,  industrial  prelreatment  and  coastal 
protection  were  made.  Today  our  focus  must  shift  to  a  more  comprehensive  approach 
addressing  the  control  of  costly,  more  complex  and  diverse  sources  of  pollution.  One 
thing,  however,  must  not  change.  Continued  federal  funding  of  projects  mandated  by  the 
Act  is  critical  to  the  ultimate  achievement  of  national  water  quaity  goals. 


ESTIMATED  SHORT  &  LONG  TERM  CLEAN  WATER  NEEDS 

Last  year  AMSA  published  ttie  results  of  a  needs  survey  of  its  membership.  Our  report, 
which  is  attached  to  my  testimony,  is  titled  "The  Cost  of  Clean.'  This  report,  and  many 
others  recently  published,  documents  the  fact  that  our  water  pdution  control  needs,  as 
a  nation,  are  considerable.  Emerging  needs  such  as  combined  sewer  overflows, 
stormwater  managemerrt,  nutrient  control,  and  rxxipoint  source  control  w8l  dearty  require 
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additional  funds.  The  needs  embodied  in  the  requirements  of  the  Safe  Drinking  Water  Act 
will  also  impact  our  national  economy. 

In  years  past,  environmental  mandates  have  increased  in  both  their  number  and  cost,  and 
federal  financial  support  of  the  nation's  clean  water  program  has  diminished.  As  a  result, 
the  nation's  ratepayers  have  been  asked  time  and  time  again,  to  pay  an  increasing  share 
of  this  financial  burden.  Without  a  doubt,  the  price  tag  for  ongoing  water  quafity  needs 
will  continue  to  escalate.  The  question  we  must  address  as  a  nation  is  not  only  who  vaII 
pay  the  cost  of  clean,  but  also  how  -  through  what  methods  or  mechanisms  -  we  will 
respond. 

As  reported  in  The  Cost  of  Clean,  the  capital  needs  from  1990-1995  for  106  of  AMSA's 
member  agencies  totaled  $22.6  billion.  This  number  represents  the  needs  of  just  over 
100  local  wastewater  treatment  agencies  for  the  near  term.  It  is  important  to  note  that, 
when  extrapolated,  the  needs  reported  by  AMSA  correlate  directly  with  the  total  national 
needs  reported  by  both  the  Environmental  Protection  Agency  and  the  Associatbn  of  State 
and  Interstate  Water  Pollution  Control  Administrators. 

Operation  and  maintenance  (O  &  M)  expenses  traditionally  make  up  a  higher  percentage 
of  a  local  agency's  budget  than  capital  costs  and  are  paid  for  totally  by  local 
communities.  In  1990  AMSA's  members  reported  operation  and  maintenance  expenses 
of  $4.84  billion  annually.  Based  upon  past  surveys,  we  can  project  that  O  &  M  expenses 
will  double  every  eight  years,  with  increases  between  9%  and  11%  per  year.  AMSA's 
projections  of  debt  sen/ice  and  operation  and  maintenance  needs  for  the  1990-2010 
period  indicate  that  high  costs  will  not  diminish  in  the  future. 

The  increasing  needs  reported  in  The  Cost  of  Clean  translate  directly  into  increasing 
burdens  for  local  ratepayers.  Through  its  research,  AMSA  has  found  that  annual 
household  user  fees  are  now  doubling  every  six  years.  Consequently,  an  average  annual 
household  user  fee  that  was  $150  in  1990  can  be  expected  to  skyrocket  to  over  $1,600 
in  the  year  2010.  Clearly,  this  is  not  a  problem  faced  only  by  Boston  and  a  few  other 
communities.  Many  other  communities  are  now  facing,  or  v\^ll  soon  face,  the  same  fiscal 
challenge. 

An  additional  perspective  on  this  issue  is  provided  by  an  analysis  of  service  charge 
increases  as  compared  to  inflation  (copy  attached).  AMSA's  recently  completed  Service 
Charge  Index  reflects  an  increasing  spread  between  annual  increases  in  service  charges 
(rates)  and  the  rate  of  inflation  reported  by  the  Consumer  Price  Index.  An  analysis  of  the 
rates  reported  for  the  early  years  of  the  index  and  those  reported  recently  reflects  the  shift 
in  federal  policy  from  the  Construction  Grants  Program  to  the  State  Revolving  Loan  Fund 
Program.  The  resulting  service  charge  index  for  1992,  as  an  example,  exceeds  the 
Consumer  Price  Index  by  a  factor  of  three. 
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THE  AFFECT  OF  INCREASED  FEDERAL  CLEAN  WATER  FUNDING 
ON  JOBS.  THE  ECONOMY  &  ECONOMIC  PRODUCTIVITY 

The  need  for  clean  water  investment  to  be  a  national  priority  is,  I'm  certain,  riothing  I  need 
to  convince  you  of  Mr.  Chairman.  However,  we  must  together  ensure  that  the 
Administration,  the  Congress,  and  the  nation  as  a  whole,  shares  this  critical  perspective. 

This  morning  you  will  hear  from  the  National  Utility  Contractors  Association  (NUCA).  Their 
March,  1992  report  on  "Clean  Water  Investment  and  Jotjs  Creation,"  analyzed  prior 
studies  to  identify  direct,  indirect  and  induced  jobs  associated  with  water  and  wastewater 
investment.  They  found  that  for  every  $1  billion  dollars  spent,  a  minimum  of  34,200  jot)s 
are  aeated  --  and  possibly  as  many  as  57,400.  Additionally,  the  NUCA  report  found  that 
the  numt}er  of  jobs  generated  directly  by  wastewater  and  water  infrastructure  projects  is 
somewhat  greater  than  the  number  generated  by  highway  construction.  When  evaluating 
investment  in  clean  water  infrastructure  we  must  not  forget  the  long  arKl  short  term 
environmental  benefits  that  enhance  ecosystem  health  and  our  quality  of  life,  while  at  the 
same  time  stimulating  the  economy. 

U.S  Environmental  Protection  Agency  (EPA)  research  has  reflected  similar  results.  The 
Agency  cites  a  total  of  58,500  jobs  for  every  $1  billion  spent  A  July  1992  Forbes  article 
titled  "You  Can't  Get  There  From  Here,"  looks  at  the  impact  of  the  EPA  on  the  U.S. 
economy.  They  found  that  compliance  with  pollution  control  regulations  was  costing 
Americans  $115  billion  a  year.  This  translated  into  every  American  paying,  on  average, 
$450  more  in  taxes  and  higher  prices  -  or  in  other  words,  $1,800  for  a  family  of  four 
which  is  equivalent  to  about  one-half  of  its  average  expenditure  on  clothing  and  shoes. 
The  article  cites  EPA's  estimated  20  year  design  needs  for  public-owned  treatment  works 
as  $111.5  billion,  with  a  corresponding  jobs  creation  estimate  of  3,814,468  to  6,402,060 
jobs. 

To  provide  some  local  perspective  to  this  national  priority,  I'd  like  to  provide  a  specific 
example  from  my  area  of  country. 

Metro  Seattle  serves  the  King  County  region,  including  Seattle,  and  is  the  largest 
sewerage  agency  in  the  four  state  area  of  Washington,  Oregon,  Idaho  and  Alaska,  which 
comprises  EPA  Region  10.  Metro  operates  four  treatment  plants  which  discharge  to 
Puget  Sound  and  serves  more  than  600  thousand  customers. 

In  1986  Metro  embarked  upon  a  $1.7  billion  capital  program  to  upgrade  to  secondary 
treatment,  reduce  combined  sewer  overflows,  and  rehabilitate  older  sections  of  the 
system.  Even  with  a  strong  state  grant  program,  $70  million  in  federal  grants  to  coastal 
cities,  and  full  utilization  of  the  state  revolving  loan  program.  Metro's  sewer  rates  have 
increased  67  percent  since  we  began  the  program.  Rates  will  increase  another  65 
percent  between  1994  and  1997,  for  a  total  increase  of  132  percent  in  the  1 1  year  period. 
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These  projects  create  long  term,  high  paying  jobs  in  the  construction  industry.  For 
example,  our  largest  single  project  is  the  upgrade  and  expansion  of  the  West  Point 
treatment  plant.  This  is  a  five  year,  $578  million  project  which  is  currently  employing 
approximately  300  construction  workers  on  site.  When  complete  in  1995,  the  plant  will 
employ  an  additional  50  permanent  operator  and  maintenance  employees. 

As  we  meet  here  today,  AMSA's  members  are  in  contact  with  their  Congressional 
delegations  --  urging  support  for  a  short  term  infrastructure  stimulus  package,  reporting 
on  specific  local  projects,  and  their  accompanying  jobs  production  and  economic  stimulus 
value,  and  describing  their  environmental  benefits. 


APPROPRIATE  FUNDING  METHODS  - 

EXPANDED  CONSTRUCTION  GRANTS  vs  STATE  REVOLVING  LOAN  FUNDS 

In  the  short  term,  and  specifically  within  the  context  of  any  infrastructure  investment 
initiative,  AMSA  believes  that  no  less  than  one-third  of  the  total  of  any  infrastructure 
funding  package  should  be  directed  to  wastewater  and  water  facilities  construction. 
Additionally,  AMSA  identifies  the  funding  source  as  nonmatching  (100%)  grants, 
recommends  the  modification  of  federal  requirements  to  speed  the  commitment  of  funds 
and  specifically  focuses  on  "ready-to-go"  projects. 

You'll  note  our  strong  support  for  grants  in  the  context  of  short  term  economic  stimulus 
and  jobs  production  efforts.  In  order  for  any  initiative  to  have  a  true  economic  impact, 
access  to  federal  funds  must  be  immediate  and  unencumbered  by  the  need  to  provide 
matching  funds.  Consequently,  some  traditional  administrative  requirements  v^l!  need  to 
be  modified.  To  achieve  our  short  term  goals,  more  money  from  Washington  is  not 
enough.  The  path  of  those  funds  to  identified  eligible  projects  must  be  as  direct  as 
possible.  _ 

Our  position  with  regard  to  long  term  funding  needs  continues  to  evolve.  Within  this 
context,  AMSA  supports  both  continued  and  increased  capitalization  of  the  State 
Revolving  Loan  Fund  (SRF)  Program  through  FY  1994  and  into  the  future.  Balanced  with 
this  support,  we  are  compelled  to  strongly  encourage  Congressional  review  and 
assessment  of  the  viabifity  of  the  State  Revolving  Loan  Funds  to  meet  all  future  dean 
water  needs.  Your  research  Mr.  Chainnan,  and  the  resulting  proposal,  clearly  take  the 
first  important  step  in  that  direction. 

AMSA  is  also  reviewing  the  potential  need  for  a  federal  funding  program  that  includes  a 
combination  of  loans  and  grants  to  effectively  assist  the  nation's  communities  as  they 
strive  to  meet  mandated  federal  requirements.  We  also  continue  to  be  very  concerned 
about  the  nation's  failure  to  provide  sufficient  federal  financial  assistance  for  research  and 
development  for  a  sourKJ,  scientific  basis  in  the  development  of  a  water  quafity-based 
pollution  reduction  strategy  and  to  support  state  administrative  costs  and  the  development 
of  comprehensive,  site-specific,  pollution  reduction  strategies. 
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AMSA  is  currently  finalizing  legislative  language  affecting  the  concept  of  comprehensive 
watershed  management  on  a  national  scale.  The  time  has  come  for  us  to  move  away 
from  the  command  and  control  philosophies  of  the  past  and  toward  an  approach  that  will 
conserve  valuable  resources  at  ail  levels  of  government  wtiile  providing  the  tools 
necessary  to  address  further  improvements  in  the  nation's  water  quality. 

A  PROPOSAL  FOR  A  NATIONAL  CLEAN  WATER  INVESTMENT  CORPORATION 

AMSA  believes,  as  you  do  Mr.  Chairman,  that  tfie  nation  must  address  .botb  its  short  and 
long  tenri  infrastructure  funding  needs,  and  tfie  need  for  resulting  economic  stimulus  and 
growth. 

AMSA  supports  a  continuing  and  larger  federal  role  in  dedicating  revenues  specifically  for 
water  quality  investments.  From  a  public  policy  perspective,  tieing  revenue  sources  for 
environmental  programs  to  pollution  sources  (polluter  pays)  makes  a  lot  of  sense.  This 
apF>roach  not  only  creates  funding  opportunities,  it  provides  economic  incentives  to 
reduce  pollution.  Under  existing  revenue  systems  (taxes  and  user  fees),  the  cost  burden 
of  clean  water  sen/ices  falls  on  residences  and  businesses  in  ways  that  dont  always 
encourage  waste  reduction  and  pollution  control.  The  proposed  approach  draws  a  much 
doser  connection  between  the  problem  and  the  funding  source  for  fixing  it 

You  divide  your  proposal  summary  into  sections  assessing  the  problem  and  providing 
both  short  and  long  term  solutions.  AMSA  fully  supports  your  assertion  that  a  federal 
investment  of  $6  billion  annually  for  water  quality  protection  is  required.  We  endorse  your 
recommendation  that  the  first  year  infrastructure  proposal  -  appropriating  an  additional 
$3.5  billion  for  dean  water  projects  in  1993  -  should  sen^e  as  an  important  bridge  to  long 
temn  solutions.  AMSA  recently  joined  with  several  other  state  local  and  environmental 
organizations  to  urge  President  Clinton  to  take  sirratar  actkxi. 

In  concept,  your  proposal  that  a  greater  share  of  water  treatment  costs  shouM  be  shifted 
away  from  town  and  household  coffers  and  onto  the  actud  sources  of  pollution  is  a  solid 
one.  In  particular.  AMSA  supports  your  recommendations  with  regard  to  disbursement 
of  federal  funds. 

We  fully  agree  that  project  eligibilities  shoukj  be  expanded  to  indude  a  broader  array  of 
dean  water  needs.  It  is  now  time  to  expand  SRF  eigibility  to  combined  sewer  overflow 
control  and  stormwater  management,  and  to  consider  other  areas  not  traditionally  part 
of  the  program  .  We  must,  however,  recognize  that  program  of  expanded  eligibflities  will 
dearly  require  a  much  greater  infusion  of  federal  funds  for  continued  progress  to  occur. 

AMSA  has  a  kxig-standing  position  supporting  reassessment  and  revision  to  the  SRF 
program.  Your  recommendation  that  the  program  be  revamped  to  authorize  a  broader 
array  of  financing  tools  -  induding  zero  and  negative  interest  k>ans  -  is  one  which  we 
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fullv  support  While  a  formidable  task,  we  also  concur  that  a  revision  of  the  current 
alloclSn  ?orrT,ula  plays  an  important  role  in  our  fiscal  clean  water  future. 

AMSA  looks  forward  to  working  with  you,  Mr.  Chairman,  and  the  Subrommittee  as  you 
Seveb^and  VeTne  your  proposal.  Thank  you  for  providing  us  wrth  the  opportunrty  to 
testify.  I  will  be  happy  to  respond  to  any  questions  you  may  have. 
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Introduction 

Mr.  Chairman,  my  name  is  (Jerry  Dorfman,  and  I  am  delighted  to 
participate  in  this  hearing  on  behalf  of  the  National  Utility  Contractors 
Association  (NUCA).  NUCA  represents  the  thousands  of  men  and  women 
who  construct  clean  water  facilities  or  supply  the  equipment  and  materials 
for  construction. 

Before  addressing  the  four  specific  questions  put  forth  by  the 
Subcommittee  in  its  invitation,  I  am  going  to  describe  the  appalling  clean 
water  infrastructure  problem  as  I  see  it  down  in  the  trenches.  The  problem 
is  appalling  because  we  knowingly  fail  to  confront  it  in  a  meaningful  way, 
even  though  we  have  the  capacity  to  do  so  and  despite  the  fact  that  it  affects 
the  daily  life  of  every  American. 

Utility  contractors  across  the  country  expose  decaying  sewer  lines, 
failed  water  systems,  and  combined  overflows  on  a  daily  basis.  Yet,  most 
people  are  oblivious  to  the  basic  problem  because  it  isn't  glamorous  or 
directly  visible.   Out  of  sight  and  out  of  mind  in  the  absence  of  crisis,  our 
underground  pipelines  crumble  and  state-of-the-art  treatment  plants 
languish  on  drawing  boards  while  the  need  for  new  facilities  and  increased 
maintenance  skyrockets. 

I  will  describe  problems  in  the  Western  states  because  that  is  where  I 
work.   Similar  problems  exist  coast  to  coast. 
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Decaying  Sewer  Lines 

Otir  sewer  systems  are  dangerously  old,  deteriorating,  undersized, 
leaking,  and  inadequately  maintained.   In  fact,  they  cannot  be  adequately 
maintained.   How  do  you  clean  a  sewer  that  is  collapsing  and  filled  with  the 
rubble  of  its  own  bricks?  How  does  the  cleaning  machine  get  through  tree 
roots  that  collect  debris  and  form  dams?  They  don't.  There  are  thousands 
of  miles  of  sewer  pipelines  that  are  barely  functioning.  You  cannot  see  the 
millions  of  gallons  of  sewage  that  escape  daily  and  contaminate  our 
underground  aquifers.  Unhke  the  pothole  on  a  highway  that  jars  you  into 
demanding  action,  the  failing  sewer  system  is  insidious  in  its  silent 
destruction  of  our  water  supply  —  out  lifeline. 

This  problem  exists  in  the  cities  and  in  the  outlying  communities.   For 
example,  a  job  we  had  in  a  rural  community  of  20,000  people  in  northern 
California  replaced  a  septic  tank  system.  As  I  prospected  the  job  before 
preparing  a  bid,  I  was  dumbfounded.  When  walking  through  easement  lines 
in  families'  backyards  to  determine  the  location  of  the  new  system,  I  was 
walking  on  saturated  ground.   Saturated  not  with  water,  but  with 
wastewater  —  raw  sewage  that  had  overflowed  from  failed  leaching 
systems.  Do  people  deserve  to  be  trapped  like  that,  deprived  of  the  use  of 
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their  homes?   What  is  the  damage  to  our  family  structure  when  children 
home  from  school  or  on  a  weekend  cannot  play  in  their  backyards?   What  do 
you  suppose  is  the  impact  on  quality  of  life?  It  is  immeasurable. 

The  problem  is  not  only  rural,  but  urban  as  well.   On  a  project  for  a 
major  city  in  southern  California  we  recently  replaced  a  sewer  pipeline  that 
had  failed  earlier  than  expected  due  to  unstable  ground  conditions.   But  for 
whatever  reason,  when  we  uncovered  the  existing  pipe  we  found  gaping 
holes  where  raw  sewage  had  been  escaping  into  the  surrounding  groiuid  for 
an  unknown  period  of  time.   The  devastating  part  of  the  story  is  that  this 
sewer  system  was  less  than  100  yards  from  a  fresh  waterway.  Therefore, 
the  problem  was  compounded  almost  beyond  reason  by  tidal  action.  Twice 
in  a  24-hour  period,  the  water  level  rose  over  the  top  of  the  sewer  line,  so 
wherever  the  pipeline  had  failed,  it  was  accepting  fresh  water  to  be  carried 
to  a  treatment  plant.   Conversely,  when  the  tide  was  out,  so  went  the 
sewage.  What  we  had  uncovered  was  a  daily  exchange  of  raw  sewage  and 
freshwater.  '  ..,        ■-. 

Failed  Water  Systems  - 

There  are  more  than  76,000  community  and  ancillary  water  systems 
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in  the  U.S.  An  astounding  number  of  these  systems,  because  they  were 
installed  so  long  ago,  are  in  serious  disrepair.  I  know  this  because  my  son 
just  finished  a  10,000-foot  replacement  water  line  for  a  small  community  in 
southern  California.  He  was  continually  plagued  by  work  suspensions 
because  the  a4jacent  line,  which  his  work  replaced,  was  leaking  and  had  to 
be  repaired.  This  kind  of  situation  —  waiting  imtil  existing  infrastructure 
is  completely  worthless  before  replacing  it  —  has  enormous  costs,  but  that 
is  not  my  point.  The  point  is  that  there  were  countless  holes  in  the  water 
system  that  resulted  in  a  tremendous  loss  of  water  to  the  community. 
Furthermore,  leaking  domestic  water  often  combines  with  sewage  from 
leaking  sewers.  The  water  pollution  proliferates,  and  the  unsuspecting 
people  downstream  sxiffer  the  consequences. 

Combined  Overflows 

A  similar  problem  occurs  with  combined  sewer  overflows  (CSOs). 
There  are  1,100  combined  sewer  sjrstems  in  the  U.S.,  and  more  than  300  of 
them  are  known  to  have  overflow  problems.  The  root  of  the  problem  is 
economic.  Communities  that  designed  and  built  combined  sewer/storm 
drain  systems  saved  money  in  the  short  term,  but  ignored  or  failed  to 
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anticipate  decades  of  growth,  which  have  rendered  these  systems  obsolete. 
What  was  an  accepted  industry  standard  earUer  in  the  century  is  now 
unacceptable  and  environmentally  devastating. 

On  a  project  in  the  Northwest,  where  our  firm  replaced  an  old,  large- 
diameter  brick  sewer,  there  were  numerous  days  when  work  was  suspended 
due  to  heavy  rainfall.  This  combined  system  discharged  raw  sewage  and 
rainwater  directly  into  a  great  river.   On  more  than  one  occasion,  I  stood 
with  my  superintendent  on  the  river's  edge,  not  believing  what  I  was  seeing: 
raw  sewage  flowing  into  the  river  because  the  treatment  plant  could  not 
process  the  influx  added  by  the  storm. 

On  the  one  hand,  sewage  is  escaping  and  contaminating  our  streams, 
rivers,  lakes,  and  land.  At  the  same  time,  contaminated  stormwater  runoff 
and  clean  rainfall  is  carried  to  treatment  plants.  We  try  to  construct  bigger 
and  better  treatment  plant  facilities,  while  ignoring  the  root  of  the  problem 
which  is  underground.  An  incisive,  rigorous  attack  at  the  source  —  the 
failing  infrastructure  —  will  swiftly  and  effectively  stop  the  contamination 
of  the  water  supply.   All  combined  sewer  systems  need  to  be  augmented  so 
they  are  either  a  storm  system  or  a  sewer  system,  not  both. 
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fiiimmarvT  Disappeariinf  Fresh  Water  SupdIv 

Given  the  deteriorating  state  of  our  water  and  sewer  infrastructure, 
we  must  act  immediately.  I  don't  need  to  tell  you  the  importance  of  clean 
water  to  everyday  life.  However,  I  hope  to  make  it  clear  that  decaying 
sewer  systems,  failed  water  systems,  and  combined  overflows  are 
jeopardizing  that  basic,  life  sustaining  need.  Another  related  facet  of  the 
problem  is  the  need  for  new  clean  water  facilities  in  communities  that  have 
never  had  any  facilities  at  all,  due  to  financial  inability,  rapid  population 
growth,  or  misdirected  priorities,  among  other  reasons. 

We  are  destroying  our  water  supply,  not  by  using  it  for  drinking, 
bathing,  cooking,  and  manufacturing,  but  by  not  providing  and  maintaining 
adequate  facilities  to  acquire  it,  deliver  it,  and  clean  it.  A  concerted  effort  to 
correct  any  one  of  these  problems  automatically  addresses  the  other  system 
failures.  They  are  closely  interrelated.  Along  with  the  immediate  benefit  of 
ensuring  a  healthy  water  supply  and  waste  disposal  system  for  everyone, 
correcting  these  problems  will  provide  immediate  and  lasting  economic 
benefits. 
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SuhcoTTiTnittee  Questions 

In  the  invitation  to  participate  in  this  hearing,  the  Subcommittee 
asked  four  questions,  addressed  below:  .>^j.    '.    .  -_  j     ..  .^    ja     = 

1.        What  are  the  estimated  short-  and  long-term  needs  for  clean 
water  related  construction  projects  in  this  country? 

In  December  of  1991,  the  Clean  Water  Council  published  a  study 
entitled  America's  Environmental  Infrastructure:  A  Water  and 
Wastewater  Investment  Study.  The  study  projected  needs  (estimated 
in  1988  dollars)  over  the  period  1993-2000  using  historical  data. 

At  the  upper  bound,  the  states  could  have  to  finance  as  much  as  $167 
billion  in  capital  spending  for  water  supply  and  wastewater  facilities, 
while  also  trying  to  finance  $196  billion  in  operation  and  maintenance 
spending.   If  current  spending  trends  continue,  public  funding  of  the 
capital  needs  might  provide  up  to  $88  billion,  implying  an  upper- 
bound  shortfall  of  a  $79  billion  between  projected  needs  and  spending 
for  national  water  infrastructure  for  the  eight-year  period. 
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This  estimate  may  be  too  high  for  two  reasons:  (1)  Replacement 
estimates  are  based  on  a  20-year  life  for  capital  equipment,  yet  some 
facilities,  especially  sewers,  last  40-50  years;  and  (2)  We  assumed  that 
full  compliance  was  achieved  by  the  year  2000,  consistent  with  EPA 
estimates  at  the  time,  but  the  process  could  be  stretched  out  over  a 
longer  time. 

On  the  other  hand,  the  $79  billion  shortfall,  based  in  large  measure  on 
the  1988  EPA  needs  survey,  may  be  quite  conservative:  (1)  The  data 
do  not  account  for  the  cost  of  stormwater  regulations;  (2)  The  estimate 
does  not  take  into  account  much  of  the  potential  cost  to  correct  the 
combined  sewer  overflow  problem  (only  $16  billion  was  identified  by 
the  EPA  in  its  1988  needs  survey);  and  (3)  The  data  do  not  include  the 
costs  of  nutrient  removal  in  many  coastal,  publicly  owned  treatment 
works,  which  are  not  explicitly  in  violation  of  the  Clean  Water  Act  but 
nonetheless  are  sources  of  low  dissolved  oxygen  in  receiving  waters. 
Taking  all  the  factors  into  consideration,  we  believe  it  would  be  safe  to 
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say  that  the  projected  capital  shortfall  will  be  at  least  $50  billion 
between  1993  and  the  turn  of  the  century. 

We  strongly  recommend  that  the  Subcommittee  also  consider  recent 
needs  projections  conducted  by  the  U.S.  EPA,  the  Association  of  State 
and  Interstate  Water  Pollution  Control  Administrators,  and  the 
Association  of  Metropolitan  Sewerage  Agencies. 

2.        HoM^  ^vould  more  federal  funding  for  clean  water 

infrastructure  a£fect  jobs,  the  economy,  and  economic 
productivity  at  the  local  level?  How  does  lack  of  adequate 
funding  affect  the  economy? 

More  federal  funding  for  vital,  ready-to-go  clean  water  infrastructure 
projects  will  create  employment,  increase  private  sector  profitability, 
increase  labor  productivity,  increase  private  investment  in  plant  and 
equipment,  and  increase  the  tax  base.  These  benefits  accrue  at  the 
national  and  local  level.  Direct  construction  employment  at  a 
particular  jobsite  primarily  benefits  the  local  economy. 
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A.       Creating  Employment 

There  are  hundreds  of  thousands  of  trained  men  and  women  in 
the  utihty  construction  industry  currently  out  of  work.   They  are 
already  trained,  and  their  skills  are  not  obsolete.  They  want  to 
be  productive  but  can't  be  because  society  is  unwilling  to 
increase  its  investment  in  expensive  but  necessary  projects. 

Furthermore,  the  support  groups  are  waiting  to  turn  on  their 
assembly  lines:  pijje  manufacturers  (clay,  concrete,  ductile  iron, 
plastic,  steel);  material  suppliers  of  sand,  gravel,  cement, 
asphalt;  manufacturers  of  construction  machinery  and  related 
equipment  (earth  moving  equipment,  and  ancillary  industries 
that  supply  parts,  labor,  engines,  tires,  hydraulics,  etc.).  In 
addition,  we  have  the  necessary  engineering  support  and 
agencies  at  the  ready.   Universal  in  its  impact,  the  list 
continues,  multiplying  and  perpetuating  itself  with  each  and 
every  contract. 

According  to  a  1992  job  creation  report  prepared  for  NUCA,  as 
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many  as  57,400  direct,  indirect,  and  induced  jobs  are  created  for 
every  $1  billion  invested  in  water  and  wastewater 
infrastructure.  A  second  job  creation  estimate  put  forth  by  the 
U.S.  EPA  suggests  that  58,500  jobs  are  created  for  every  $1 
billion  invested. 

B.       Profits.  Productivity.  And  Capital  Stock 

I  am  not  an  economist,  but  every  day  I  see  the  link  between 
water  facility  investment  and  economic  growth.  It  is  an  obvious 
fact  that  pipes  in  the  ground  are  a  precondition  for  housing, 
consumer  services,  and  industrial  and  agricultural  production. 
In  a  more  immediate  sense,  each  of  my  construction  jobs 
employs  workers,  puts  food  on  their  tables  and  clothes  on  their 
backs,  generates  capital  investments  in  construction  equipment, 
and  increases  demand  for  manufactured  and  raw  materials. 
Further,  the  federal  government's  long-term  return  on 
investment  can  be  measured  by  increased  private  profitability, 
enhanced  labor  productivity,  and  increased  investment  in  plant 
and  equipment.  In  other  words,  the  economy 


97 


NUCA 
page  12 


as  a  whole  is  strengthened,  and  the  corresponding  expansion  of 
the  tax  base  enables  the  federal  government  to  recoup  its 
investment.  There  aren't  many  federally  aided  endeavors  that 
can  boast  such  positive  benefits.  Appendix  A,  reprinted  from 
"America's  Environmental  Infrastructvire,"  provides  an  overview 
of  the  relationship  between  clean  water  investment  and 
economic  health. 

A  lack  of  adequate  clean  water  infrastructure  funding  affects 
local  economies  in  a  variety  of  ways,  depending  on  the  location 
and  nature  of  the  unmet  needs.    Appendix  B  provides  several 
examples. 

3.        What  is  the  best  method  to  provide  this  funding:  an  expanded 
construction  grants  program  or  continued  reliance  on  the 
State  Revolving  Loan  Fvuids? 

NUCA  does  not  have  a  direct  role  in  the  administration  of  federal 
clean  water  funds.  Members  of  our  industry  bid  on  funded  projects 
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when  bids  are  solicited  by  project  owners.   Nevertheless,  the  utility 
construction  industry  and  the  American  taxpayer  have  a  direct  stake 
in  the  efficient  and  e£fective  use  of  limited  federal  resources. 

Funding  should  be  provided  in  a  manner  that  is  equitable  to  aJl  states 
and  localities.   Funding  should  be  provided  through  a  mechanism 
capable  of  meeting  the  documented  national  needs.   The  funding 
mechanism  shovild  be  tailored  to  meet  local  needs.  The  funding 
mechanism  shovild  be  fashioned  to  encourage  compliance  with  the 
Clean  Water  Act.   It  should  also  encourage  leveraging  in  order  to 
stretch  limited  resources. 

NUCA  supported  creation  of  the  State  Revolving  Loan  Fund  (SRF) 
Program  in  1987.  At  present,  we  beUeve  that  the  existing  SRF 
funding  structure  should  be  improved,  not  eliminated.   Our  Board  of 
Directors  will  revisit  this  issue  at  our  winter  meeting  next  week.   We 
also  continue  to  support  Rural  Development  Administration  (formerly 
FmHA)  grant  and  loan  programs  for  water  and  waste  disposal,  which 
help  to  meet  the  needs  of  rural  communities. 


99 


NUCA 
page  14 


4.        Please  comment  on  revenue  generating  programs  to  increase 
funding  for  ■waAer  infrastructure. 

NUCA  supports  the  creation  of  a  revenue  generating  program  targeted 
directly  and  exclusively  to  water  infrastructure  projects.  We  believe 
that  the  revenue  raising  program  should  incorporate  a  user  fee 
principle.  We  are  not  prepared  to  endorse  specific  proposals  at  this 
time. 


I  would  like  to  close  by  commending  the  Subcommittee  for  its  serious 
consideration  of  clean  water  funding  issues.   I  continue  to  be  amazed  that  so 
much  of  the  enormous  federal  budget  is  considered  more  important,  more 
sacrosanct  to  the  present  and  futxire  quality  of  life  in  this  country  than  clean 
water.   Our  organization  would  be  happy  to  provide  the  members  of  the 
Subcommittee  with  real-world  stories  that  illustrate  the  relationship 
between  clean  water  capital  investment  and  economic  health  in  any 
congressional  district. 


#   #   # 
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America's  Environmental  Infrastructure:  A  Water  and  A-1 

Wastewater  Investment  Study.   Clean  Water  Council. 

CHAPTER  III 

EFFECTS  OF  INVESTMENTS  IN  WATER 

AND  WASTEWATER  INFRASTRUCTURE  ON 

ECONOMIC  GROWTH 


Investment  in  drinking  water  and  wastewater  treatment  is  clearly  important  for  individual 
health;  the  Clean  Water  Act  and  subsequent  amendments  increasing  quality  standards  are 
manifestations  of  the  public  understanding  of  this  importance.  Environmental  infrastructure  also 
plays  a  role  in  economic  well-being.  This  role  is  less  well  documented  and  often  overlooked. 

There  is  empirical  evidence,  however,  that  the  economic  impact  of  infrastructure  investment  is 
significant.  These  findings  give  added  urgency  to  programs  to  address  anticipated  capital 
shortfalls. 

Traditionally,  the  assessment  of  the  economic  effects  of  infrastructure  investment  have 
focused  on  their  counter-cyclic  effects  —  the  potential  for  public  works  spending  to  stimulate  the 
overall  demand  for  goods  and  services.  But  in  recent  years,  a  growing  number  of  economists 
have  investigated  the  impact  of  public  investment  on  the  economy  from  a  "supply-side" 
perspective.  They  find  that  public  works  facilities  are  just  as  necessary  for  efficient  private 
sector  production  as  are  private  factories  or  construction  equipment.  They  find  evidence  that  an 
improved  level  of  public  sector  infrastructure  brings  forth  higher  private  profits,  acts  to  spur 
additional  private  investment  in  plant  and  equipment,  and  works  to  improve  growth  in  labor 
productivity.' 

For  example,  the  production  of  soft  drinks  by  Pepsico  relies  on  a  clean  and  steady  water 
source  made  available  by  a  water  and  sewer  system  of  sufficient  scope  and  condition.  When  a 
public  utility  supplies  Pepsico  with  water  and  sewer  services  at  prices  less  than  Pepsico  could 
self-supply  them  (due  to  economies  of  scale  associated  with  the  larger  public  system)  the 
economy  benefits  through  higher  private  profits,  enhanced  public  tax  revenues,  lower  prices  to 
the  consumer,  or  some  combination  of  the  above. 

This  chapter  demonstrates  that  public  investments  in  water  and  wastewater  strengthen  the 
private  economy.  Compared  to  a  baseline  that  extends  current  trends,  we  simulate  a  scenario  of 
enhanced  public  investment  in  water  and  wastewater  infrastructure  that  shows  that  increased 
public  spending  for  these  vital  services  results  in: 

•  Increases  in  private  profitability  in  the  short  run,  stabilizing  at  more  than  half  a 
percentage  point  higher  by  2015; 

•  Increases  in  private  investment  in  new  facilities  and  equipment  after  about  six  years, 
continuing  in  the  long  run;  and 
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•  Dramatic  increases  in  private  productivity  (the  rate  of  economic  output  per  unit  of  labor) 

—  almost  immediately  —  and  sustained  increases  through  2015. 

The  net  result  of  these  trends  is  a  self-fmancing  system.  Public  spending  for  water  and 
wastewater  facilities  improves  private  profitability  and  increases  wages,  which  in  turn  yield 
higher  tax  revenues  to  government.  With  sufTicient  initial  investment,  government  spending  is 
"paid  back"  in  tax  revenues  in  less  than  a  decade.  Moreover,  because  public  investments 
strengthen  the  private  economy,  American  industry  can  benefit  from  increased  competitiveness 
in  international  markets. 

Considerable  empirical  evidence  has  been  brought  forth  to  substantiate  claims  that  inferior 
public  investment  across  all  modes  of  infrastructure  can  act  as  a  drag  on  the  private  economy. 
Research  by  Dr.  David  Aschauer,  formerly  of  the  Federal  Reserve  Bank  of  Chicago,  showed 
that:' 

•  An  increase  in  public  investment  spending  large  enough  to  raise  the  level  of  civilian 
public  capital  stock  by  1  percent  is  capable  of  raising  the  profit  rate  on  nonfinancial 
corporate  capital  by  10  basis  points  (1/lOth  of  1  percentage  points); 

•  The  same  increase  in  the  level  of  public  infrastructure  will  in  time,  stimulate  private 
investment  in  plant  and  equipment;  and 

•  Such  an  increase  in  public  works  spending  raises  the  growth  rate  of  labor  productivity 
directly  —  by  allowing  the  available  private  capital  stock  to  be  utilized  more  efficiently 

—  and  indirectly  —  by  promoting  private  investment  spending  and,  thereby,  additions  to 
the  amount  of  private  capital  available  per  worker.  The  effect  on  productivity  is  found  to 
be  substantial;  indeed,  the  empirical  estimates  imply  that  insufficient  public  investment 
over  the  past  two  decades  explains  as  much  as  60  percent  of  the  fall-off  in  productivity 
growth  experienced  during  that  period. 

This  chapter  builds  upon  these  and  other  recent  results  in  the  economics  literature.'  The 
emphasis  is  on  the  long-term  effects  of  the  expenditure  on  these  vital  economic  statistics;  the 
analysis  makes  no  attempt  to  capture  the  more  traditional  short-term  stimulus  to  aggregate 
demand,  employment,  and  output. 


SIMULATED  LONG-TERM  EFFECTS 

The  economic  simulation  presented  below  shows  the  likely  paths  for  profitability,  private 
investment,  and  productivity  growth  under  three  different  policies  regarding  infrastructure 
spending.  In  short,  the  policies  are: 

I .  Baseline:   the  growth  rate  of  the  stock  of  public  infrastructure  capital,  in  general,  and  of 
water  and  wastewater  capital,  in  particular,  are  kept  at  the  average  rates  during  the  period 
from  1980  to  1988  —  in  the  case  of  general  infrastructure,  0.75  percent  per  year,  and  in 
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the  case  of  water  and  wastewater,  1.7  percent  per  year.    Also,  the  baseline  path 

assumes 

•  growth  in  the  labor  force  of  approximately  1  percent  per  year,  and 

•  growth  in  the  basic  level  of  productive  efficiency  of  1  percent  per  year,  arising  from 
current  investment  levels,  from  improved  quality  within  the  labor  force,  and  from 
research  and  development  expenditure. 

2.  Infrastructure  investment:  the  growth  rate  of  the  general  infrastructure  is  increased 
gradually  over  the  period  1990  to  1999  by  1/1 0th  of  a  percent  per  year  and  maintained  at 
the  higher  rate  thereafter.  Thus,  after  1999  the  stock  of  infrastructure  capital  grows  at  a 
rate  of  1 .75  percent  each  year. 

3.  Water  and  wastewater  investment:  the  growth  rate  of  the  stock  of  water  and  waste  water 
facilities  is  similarly  increased  from  1.7  percent  per  year  over  the  period  from  1990  to 
1999  to  arrive  at  a  rate  of  2.7  percent  per  year  by  the  year  2000.'°  From  the  year  2000  to 
2015  the  growth  in  water  and  wastewater  facilities  is  kept  at  2.7  percent  per  year. 


EFFECT  ON  PROFITABILITY 

While  the  two  infrastructure  programs  represent  the  same  percentage  increase  in  spending, 
they  differ  in  their  magnitude  and  in  their  breadth.  The  water  and  wastewater  program  is  more 
targeted.  It  also  represents  a  smaller  financial  commitment. 

Figure  3  shows  the  likely  effects  of  the  various  policies  on  the  rate  of  return  to  private  capital 
equipment  and  structures.  Under  the  baseline  scenario,  the  rate  of  return  to  capital  falls  from  a 
level  just  above  7.9  percent  in  1990  to  around  7.1  percent  by  1995  before  rebounding,  to  a  minor 
extent,  and  ending  up  at  7.24  percent  in  2015.  Part  of  the  reduction  in  the  rate  of  return 
throughout  the  period  is  due  to  an  assumed  capacity  utilization  rate  after  1990  of  82  percent, 
somewhat  below  the  83.9  percent  attained  in  1989. 

The  implied  lower  level  of  economic  activity  directly  reduces  the  profit  rate.  But  the  fall  in 
the  rate  of  return  to  capital  is  also  partly  due  to  the  impact  of  a  falling  ratio  of  infrastructure 
capital  —  both  general  and  water  and  wastewater  facilities  —  to  private  capital.  Under  the 
baseline  scenario,  the  average  rate  of  growth  of  the  private  capital  stock  is  2.82  percent  per  year, 
substantially  higher  than  the  rate  of  growth  of  infrastructure  (0.75  percent  per  year)  and  of  water 
and  wastewater  facilities  (1.7  percent  per  year).  It  is  the  increased  pressure,  over  time,  of 
insufficient  public  investment  on  the  efficiency  of  the  private  capital  stock  which  largely  works 
to  depress  the  rate  of  return  to  capital. 
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FIGURE  3  -  RETURN  TO  PRIVATE  CAPITAL 
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Baseline  —  public  infrastructure  capital  continues  to  grow  at  1980  - 
1988  average  rate  —  0.75  percent  per  year  (general)  and  1.7  percent  per 
year  (water  and  wastewater);  and  1  percent  per  year  growth  in  both  the 
labor  force  and  productive  efficiency. 

Water  and  Wastewater  Investment  —  growth  rate  of  investment  in 
water  and  wastewater  facilities  increases  from  1.7  percent  per  year 
fit>m  1990  through  1999  to  be  at  2.7  percent  per  year  and  is  constant  at 
2.7  from  2000  to  2015. 

Infrastructure  Investment  —  growth  rate  of  investment  in  general 
infrastructure  increases  l/IO  of  one  percent  per  year  from  1990  through 
1999  and  is  constant  at  1.75  percent  per  year  after  1999. 
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Under  either  of  the  infrastructure  investment  scenarios,  therefore,  the  outlooi<  for  the  future 
profit  rate  improves.  An  increase  in  the  stock  of  general  infrastructure  capital  pushes  up  the  rate 
of  return  to  capital  so  that  by  the  year  2002  it  exceeds  its  1990  value  of  7.9  percent  and  ends  at 
7.8  percent  in  the  year  2015.  An  increase  in  the  stock  of  water  and  wastewater  facilities  has  a 
more  modest  but  nevertheless  important  impact  on  private  sector  profits;  by  the  year  2015,  the 
private  profit  rate  is  7.33  percent.  The  difference  in  the  size  of  the  effect  is  due  in  part  to  the 
lower  level  of  spending  implied  by  the  water  and  wastewater  options. 

EFFECT  ON  GROWTH  IN  THE  PRIVATE  CAPITAL  STOCK 

The  impact  of  the  various  scenarios  on  the  growth  rate  of  the  stock  of  private  equipment  and 
structures  is  depicted  in  Figure  4.  Here,  under  the  baseline  scenario,  the  growth  rate  of  the 
private  capital  stock  falls  from  3.9  percent  per  year  in  1990  to  2.6  percent  by  1997.  The  recent 
decline  in  private  capital  accumulation  is  due  to  the  drop  in  the  rate  of  return  to  private  capital 
depicted  in  Figure  3  above,  and  thus  indirectly  arises  because  of  insufficient  public  investment 
spending  to  upgrade  and  expand  the  nation's  infrastructure. 

As  can  be  seen,  private  investment  is  depressed  to  an  even  larger  degree  until  the  year  1997 
upon  additional  investment  in  general  infrastructure.  This  results  from  a  scarcity  of  aggregate 
resources,  an  implied  rise  in  capital  goods  prices  and  real  interest  rates,  and  a  "crowding  out"  of 
private  investment. 

After  1997,  however,  the  beneficial  impact  of  an  improved  public  infrastructure  capital  stock 
on  private  profits  boosts  private  investment  spending  and  the  growth  rate  of  the  private  capital 
stock  reaches  3.03  percent  by  2015.  The  path  for  private  investment  under  the  water  and 
wastewater  investment  policy  is  qualitatively  the  same  as  under  the  general  infrastructure 
investment  policy;  by  2015  the  growth  rate  of  the  private  capital  stock  equals  2.86  percent  per 
year. 


EFFECT  ON  GROWTH  IN  LABOR  PRODUCTIVITY 

Figure  5  traces  the  effects  of  the  three  scenarios  for  public  sector  investment  on  the  growth 
rate  of  labor  productivity  in  the  private  sector.  The  effect  of  higher  public  investment  on 
productivity  is  considerable;  under  the  general  infrastructure  policy  productivity  growth 
averages  1.84  percent  per  year  while  under  the  water  and  wastewater  policy  productivity  growth 
averages  1 .74  percent  per  year — gains  of  0.08  and  0. 1 8  of  a  percent  per  year  over  the  average 
rate  of  growth  of  productivity  under  the  baseline  scenario,  which  is  1 .66  percent  per  year.  While 
clearly  not  capable  of  reaching  the  level  of  productivity  growth  attained  during  the  1950s  and 
1960s — some  2.8  percent  per  year — higher  public  investment  of  the  magnitude  assumed  in  the 
"infrastructure"  and  "water  and  wastewater"  scenarios  would  nevertheless  have  significant 
positive  impacts  on  productivity  growth  in  the  private  sector. 
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FIGURE  4  -  GROWTH  IN  PRIVATE  CAPITAL 
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Baseline  —  public  infrastructure  capital  continues  to  grow  at  1980  - 
1988  average  rate  —  0.75  percent  per  year  (general)  and  1 .7  percent  per 
year  (water  and  wastewater);  and  1  percent  per  year  growth  in  both  the 
labor  force  and  productive  efficiency. 

Water  and  Wastewater  Investment  —  growth  rate  of  investment  in 
water  and  wastewater  facilities  increases  from  1.7  percent  per  year 
from  1990  through  1999  to  be  at  2.7  percent  per  year  and  is  constant  at 
2.7  from  2000  to  2015. 

Infrastructure  Investment  —  growth  rate  of  investment  in  general 
infrastructure  increases  1/10  of  one  percent  per  year  from  1990  through 
1999  and  is  constant  at  1.75  percent  per  year  after  1999. 
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FIGURE  5  -  GROWTH  IN  PRODUCTIVITY 
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Baseline  —  public  infrastructure  capital  continues  to  grow  at  1980  - 
1988  average  rate  —  0.75  percent  per  year  (general)  and  1 .7  percent  per 
year  (water  and  wastewater);  and  1  percent  per  year  growth  in  both  the 
labor  force  and  productive  efficiency. 

Water  and  Wastewater  Investment  —  growth  rate  of  investment  in 
water  and  wastewater  facilities  increases  from  1.7  percent  per  year 
from  1990  through  1999  to  be  at  2.7  percent  per  year  and  is  constant  at 
2.7  from  2000  to  2015. 


Infrastructure  Investment  —  growth  rate  of  investment  in  genera! 
infrastructure  increases  1/10  of  one  percent  per  year  from  1990  through 
1999  and  is  constant  at  1.75  percent  per  year  after  1999. 
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SUMMARY  OF  SIMULATION  RESULTS 

What  do  these  gains  in  productivity  growth  and  in  private  capital  accumulation  mean  in 
dollars?  Table  4  shows  the  cumulative  effect  of  productivity  growth  and  private  capital 
accumulation  under  the  three  alternative  scenarios. 


Clearly,  significant  increases  in  both  output  per  laborer  and  the  capital  stock  can  be  expected 
from  higher  public  investment  in  infiastnictuFe  or  in  water  and  wastewater  facilities.  Due  to  the 
nature  of  compounding,  what  may  first  appear  as  relatively  small  effects  on  growth  rates — of 
productivity  and  capital,  respectively  —  are  ultimately  very  large.  By  the  year  2015,  higher 
public  investment  yields  output  gains  of  $2,247  per  worker  for  general  infrastructure  spending 
and  $1,028  per  worker  for  water  and  wastewater  expenditure.  At  the  same  time,  the  private 
capital  stock  would  have  risen  by  an  additional  $458  billion  or  $85  billion  under  the  respective 
investment  scenarios. 


TAX  REVENUE  IMPACTS 

The  previous  section,  which  linked  public  investment  in  water  and  wastewater  infrastructure 
to  heightened  national  productivity,  suggests  that  substantial  tax  revenues  may  be  generated  by 
an  increased  level  of  spending  on  such  public  works  facilities.  As  was  seen  above,  an  improved 
public  capital  stock  makes  for  a  stronger  economy,  higher  incomes  to  laborers  and  owners  of 
capital,  and  an  expansion  in  the  income  tax  base. 


We  can  obtain  a  rough  estimate  of  the  magnitude  of  the  revenue  impact  of  water  and 
wastewater  infrastructure  spending  by  making  use  of  the  economic  model  employed  to  carry  out 
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the  simulations  in  the  previous  section.  The  procedure  involves  estimating  the  likely  impact  of  a 
certain  do  liar- si  zed  investment  in  water  and  wastewater  facilities  on  present  and  future  output 
and,  thereby,  on  tax  revenues. 

The  stream  of  higher  tax  revenues  can  then  be  summed,  after  appropriate  discounting,  to 
compare  to  the  cost  of  the  original  investment  in  infrastructure.  If  the  ratio  of  discounted 
benefits  to  the  project  cost  exceeds  unity,  the  project  is  self-financing  from  a  long-run 
perspective. 

To  this  end,  we  consider  a  one-time  investment  in  water  and  wastewater  facilities  of  $2.5 
billion.  This  amount  is  chosen  as  it  represents  1  percent  of  the  net  stock  of  water  and  wastewater 
capital  as  of  the  end  of  1989.  It  is  further  assumed  that  the  water  and  wastewater  capital  stock  is 
subsequently  maintained  at  the  higher  attained  level,  which,  given  a  depreciation  rate  of  2.5 
percent  per  year,  requires  an  annual  maintenance  investment  of  $.062  billion. 

The  simulation  model  is  then  used  to  generate  the  output  effects  of  the  higher  public  capital 
stock.  The  output  stream  is  multiplied  by  an  assumed  average  tax  rate  of  15  percent  and 
depreciation  charges  are  subtracted  to  obtain  a  net  (tax)  benefit  stream.  Finally,  the  net  benefit 
stream  is  discounted  at  a  10  percent  discount  rate  to  place  the  cumulative  levels  of  net  benefits  in 
present  value  terms. 

Table  5  shows  the  present  value  of  the  net  tax  benefits  for  five  year  intervals  beginning  in 
1995  and  ending  in  2015.  As  can  be  seen,  even  under  a  relatively  conservative  set  of 
assumptions  regarding  the  appropriate  tax  rate  (15  percent)  and  discount  rate  (10  percent),  a 
marginal  investment  in  water  and  wastewater  facilities  is  self-financing  in  the  space  of  less  than 
a  decade. 


'J^V  .'3»c»-rw»»:^ 


finable  5:  Tax  Revenue  Impacts  of*Waterand#fastew^ter,Ii^^  Investment 


.  TaxBeiiefitis  As  Ratio  to  Cost   •• 


^1995                                                               $1.52  billion  61    ,..; 

..2000                                                              $3.13biUion  =1.26;" 

2005*                                                                 $4.28bimon  1.73    ;-' 

2010                                                               $5.10  billion  2.06     ;> 

2015                                                                  $5.69  billion  2.2S»  :^- 

Nott:I)olUrinipiiindesUieoniti«l9WdollJi».  T1ieinvalmaitbMfuiMdiotilBpUixdorifljl990«ttni  '.<•■ 

It  is  important  to  note,  however,  that  these  gains  to  tax  revenue  are  due  to  the  general  response 

of  the  economy  to  additional,  vitally  needed  public  capital  facilities  and  may  not  be  seen  by  the 
typical  observer  as  due  to  the  public  investment  per  se. 
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UTILITY  and  TRANSPORTATION 
CONTRACTORS  ASSOCIATION  OF  NEW  JERSEY 

P.O.  BOX  61  S.1  SO  AIRPORT  ROAD.  LMCEWOOO.NJ  06701    906-367-1500    FAX  906-90S-4051 


January  20.  1993 


iRoaEimisuwT.sit.i 

Utcstivt  •irtclof 


AMTHONVCMUSO 
Cwtn  Conwudtan  Cap. 


jefvrrnoaet 


BOMO  Of  OMECTOm 

CUSANSELM 
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JUUANANTEa 
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RAC  Oararri  Comam 
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CALAnooam 

ftUMKLVN  GROSSO 

Ltffi  Cot»»ang  Co. 

JUAN  0UT1ERREZ 

Norffwast  ConttucMn 

nCMASKUHAR 

HartMMnc 

GEMMROUGUOn 


COSaCPEOClM 
SpfMlo  Conivucton 

jOMNPonoau) 

Uatqwi  Consrucaon  Co 

JAMES  REtO 

JH  HatfGonamConvaoor 

FRMKRENOA 

F  0.  RanOa  Sngrmrrij  I  Conamjcban 

XJHNVAHHARTE 

HamConvactngCo. 

ROGER  WUESTEFELD 

Rag«W  WlwsMMI.  Inc- 

UtCHAEL  ZChELU 

IL  Zidwk  Son*,  mc 

PJUTMESnieMT 

GEORGE  SPEAKMAN 
H*r*aUtUcCov 

MEMBERS  EMERnuS 

ANTHOMV  CAUUARATA 
EDWARD  CRUZ 
X>SEPH  D  D-ANNUNZO 
GEORGE  HARMS 


Mr.  William  Harley 

NUCA 

4301  North  Fairfax  Drive 

Suite  360 

Arlington,  VA    22203 

De^r  BUI: 

Several  years  ago,  the  Somerset  Rarltan  Valley  Sewerage  Authority 
expanded  Its  wastewater  treatment  plant  while  also  adding  new 
technology  to  the  system.  Prior  to  the  work  being  completed,  its 
service  area  was  placed  under  a  moratorium  for  approximately  2 
years. 

Enclosed  Is  a  list  of  private  work  which  was  in  various  stages  of 
development  when  the  moratorium  on  construction  was  placed  due 
to  the  need  for  work  at  the  Somerset  Rarltan  Valley  Sewerage 
Authority  wastewater  plant.  The  approximately  total  value  of  this 
private  work  was  $300  million.  The  value  of  the  public  work  to  expand 
and  Improve  the  Somerset  Rarltan  Valley  Sewerage  Authority  plant 
was  about  $35  million. 

As  you  can  see,  the  private  economic  value  was  nearly  ten  times 
the  public  input  to  this  clean  water  project.  Additional  private  work 
will  also  follow  In  the  future.  It  Is  Imperative  that  federal  funding 
for  this  work  continue  In  the  future  so  that  private  investment  In 
the  economy  can  follow. 


Sincerely,    ^% 

^R^ERTJffBRIA 
^^ecutive  Directo 


)/jL4/Jr 


BRIANT,  SR. 
Director 


RAB:gg 
Enclosure 


*FFUATX)NS- 

Amanan  Road  &  Tiamfiadation  Buridan  Axaooatan 

NaDona!  UtMy  Conbadns  Assoaafeon 
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PROJECTS  IN  SOMERSET  COUNTY  POTENTLAiLY  STALLED 

BY  NEW  JERSEY  DEPARTNtENT  OF  ENVTRONMENTAL 

PROTECTION  SEWER  MORATORIUM  IMPOSED  ON 

SOMERSET  RARITAN  VALLEY  SEWER  AUTHORITY 

(REVISION  NO.  1) 

(NOTE:   MORATORIUM  PERIOD  -  7/1/88  THROUGH  4/6/90) 


Pro)<>ct  Description 


Review  Date 

Name 

fiT:ar)<?t),burK 

10/88 

Kingswood  Village 

2/89 

Branchburg  Municipal  Building 

3/89 

Branchburg  Corporate  Center 

3/89 

Branchburg/202  Trade  Center 

3/89 

Cariboo  Associates 

5/89 

Branch  Estates 

6/89 

Medway  Realty  Associates 

6/89 

Ralph  L.  Brass  &  Company 

9/89 

Murray  Corporate  Center 

9/89 

Timbers  At  Branchburg 

10/89 

Shannon  Court 

n/89 

Shemin  Nurseries 

12/89 

Conolog  Corporation 

Prenchburg.  Subtotals 

87 

Residential  Units 

22.361      Sq 

.  Ft.               Commercial 

559.461    Sq 

.  Ft.               Office 

958.924    Sq 

.  Ft.              Office/Warehouse 

Review  pgte 

fcf.aroe    •       ^    .. 

Iridg£W5ifii 

7/88 

Black  Tree  Associates 

8/88 

Golden  Meadows 

10/88 

Estates  At  Winslow  Rise 

11/88 

Brown  Road 

11/88 

Gateway  Oldsmobile 

12/88 

Village  Tavern 

1/89 

Milltown  Road 

49  Residential  Units 

16.450  Sq.  Ft.  Office 

431,233  Sq.  Ft.  Office 

623,680  Sq.  Ft.  Office/V/arehouse 

118,919  Sq.  Ft.  Office/Warehouse 

24.000  Sq.  Ft.  Office 

158.340  Sq.  Ft.  OfficeAVarehouse 

57,985  Sq.  Ft.  Office/NVarehouse 

87,778  Sq.  Ft.  Office 

34  Residential  Units 

4  Residential  Units 

22,361  Sq.  Ft.  Commercial 

38,838  Sq.  Ft.  Industrial 


Project  Descriptiog 


6  Residential  Units 
16  Residential  Units 
20  Residential  Units 
4  Residential  Units 
18.200  Sq.  Ft.  Commercial 
2,668  Sq.  Ft.  Commercial 
75  Residential  Units 
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Rftvtfw  Date      Namc 


Bridt«water  (Cont'd.) 

1/89 

Somerset  Corporate  Center 

2/89 

Tall  Oaks  Estates 

2/89 

Meadowbrook  Village 

3/89 

Deitrich  Subdivision 

4/89 

Revere  Avenue 

6/89 

BPO  Elks  Lodge  &  Treatment 

Center 

6/89 

Madison  Avenue 

6/89 

Foothill  Road 

12/89 

Glenbrooke 

1/90 

Sheraton  Hotel  At  Bridgewater 

Commons 

1/90 

Hobbs  Development  Corporation 

1/90 

Mini  Corporation 

2/90 

Wishnow 

3/90 

Bridgewater  Commons  Office 

Center 

Bridggwater  Subtotals 

629 

Residential  Units 

20.868 

Sq.  Ft.           Commercial 

2.022.S00 

Sq.  Ft.           Office 

20.000 

Sq.  Ft.           Institutional 

200  Room 

Hotel 

Review  Date 

1 J  ill  cfv%r  At  t  ffh 

Name 

niiisfx>roupn 
3/89 

Dogwood  Meadows 

3/89 

Winding  Meadows 

3/89 

Regency  Industrial  Campus 

3/89 

Somerset  County  Maintenance 

Building 

6/89 

West  Ridge 

6/89 

Towne  Center 

6/89 

Rohilt  Village 

11/89 

New  Center  Village  Square 

12/89 

Crestmont  Hills 

2/90 

Hillsborough  Office  Park 

Project  Description 


l.SOO.OOOSq.  Ft.  Office 
11  Residential  Units 
14  Residential  Units 
6  Residential  Units 
6  Residential  Units 
20.000  Sq.  Ft.  Institutional 

1  Residential  Unit 
16  Residential  Units 
430  Residential  Units 
200  Room  Hotel 

10  Residential  Units 
22,500  Sq.  Ft.  Office 
14  Residential  Units 
500,000  Sq.  Ft.  Office 


Project  Description 


9  Residential  Units 
9  Residential  Units 
770,000  Sq.  Ft.  Industrial 
6.900  Sq.  Ft.  Commercial 

46  Reside.ntial  Units 
71.000  Sq.  Ft.  Commercial 
14  Residential  Units 
53.500  Sq.  Ft.  Commercial 
336  Residential  Units 
82.500  Sq.  Ft.  Office 
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Hillsborough  Subtotals 


414 

Residential  Units 

131.400 

Sq. 

Ft. 

Commercial 

82.500 

Sq. 

Ft. 

Office 

770,000 

Sq. 

Ft. 

Industrial 

Review  Dal 

s. 

Name 

Rarit^n 

^ . 

2/89 

"The  Wiz" 

■ 

6/89 

Raritan  Office  Park 

10/89 

Columbus  Avenue 

12/89 

Ortho  Pharmaceutical 

12/89 

Ortho  Pharmaceutical 

Project  Description 


8.750  Sq.  Ft.  Commercial 
9,600  Sq.  Ft.  Office 
2  Residential  Units 
78,700  Sq.  Ft.  Industrial 
20,000  Sq.  Ft.  Day  Care 


8.750  Sq.  Ft. 

9,600  Sq.  Ft. 

78,700  Sq.  Ft. 

20.000  Sq.  Ft. 


Residential  Units 
Commercial 
Office 
Industrial 
Day  Care 


Review  Date 

Somerville 

7/89 
7/89 

11/89 
12/89 


Name 


Franklin  Street  Associates,  Inc. 
E.R.  Squibb  &  Sons,  Inc. 

South  Bridge  Street 
Post  Stores,  Inc. 


Somerville  Subtotals 


38,750   Sq.  Ft. 
2,200      Sq.  Ft. 


Residential  Units 

Commercial 

Office 


Review  Dat<^ 


Name 


Project  Description 


38,750  Sq.  Ft.  Commercial 

(Change   of   Use  -   No  additional 

Sq.  Ft.) 

2  Residential  Units 

2,200  Sq.  Ft.  Office 


Description 


Estates  At  Winslow  Rise 


8  Residential  Units 
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Residential  Units 


r.RAND  TOTAL 


1,142 

222.129 

Sq.  Ft. 

2,676.261 

5q.  Ft. 

9S8.924 

Sq,  Ft. 

20.000 

Sq.  Ft. 

848,700 

Sq.  Ft. 

20,000 

Sq.  Ft. 

200  Room 

Residential  Units 

Commercial 

Office 

Office/Warehouse 

Institutional 

Industrial 

Day  Care 

Hotel 


*   Total  Approximate  Value  Of  Work  -  $300  million 
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State  Utility 

CONTRACTORS,  INC.  po boxsoi,  ■  mNf<oE.N  c. «"'-*'"^^;^/;^;|/;;«^ 


January  27,    1993 


NUCA 

Arlington,    Virginia 

FAX    (703)     358-9307  ' ./    '  ". 

Examples  of  how  Capital  Investment  in  Water  and  Sewer 
Infrastructure  Impact  the  Development  of  Our  Area 

1.  Our  home  county.  Union  County,  N.  C,  is  adjacent  to 
rapidly  expanding  Charlotte,  N.  C.  There  is  a  great 
demand  for  home  building  throughout  western  Union  County, 
but  there  is  currently  a  moratorium  on  building  more 
homes  because  of  the  lack  of  sewer  treatment  capacity 
(and  collection  lines) .   This  is  directly  related  to 
funding.   If  funding  can  be  obtained,  existing  wastewater 
treatment  plants  can  be  expanded  quickly,  and  a  very 
large  amount  of  home  building  would  follow  very  quickly, 

2.  The  northern  and  eastern  portions  of  Union  County  are 
predominantly  agricultural.   We  are  the  largest  poultry 
producing  and  processing  county  in  North  Carolina,  and 
one  of  the  largest  in  the  nation.   We  have  major 
processing  plants  of  Tyson  Foods  and  Cuddy  Foods  in  the 
county,  and  employment  at  these  plants  is  several 
thousand.   Each  plant  has  large  water  and  wastewater 
treatment  needs.   Each  of  these  plants  has  expansion 
plans  on  hold  until  additional  water  and  wastewater 
treatment  capacities  can  be  provided.   Funding  for  water 
and  wastewater  facilities  is  the  major  problem. 
Additional  funding  could  accommodate  their  expansion 
plans  very  quickly. 

STATE  UTILITY  CONTRACTORS,  INC. 

/) 


Carpenter 
FWC:cw 
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Utility  Contractors  Association  of  Washington 


1607  116th  Av«.  N.E,  Suite  103B 

P.O.  Box  40568 

Bellcuue.  WA  9801&4568 

(206)624-7711    Fax;  (206)  453-8840 


A  Chapter  of  NUCA 


t»M 
MMWOrOIRBCTOM 
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AnlirAAwIn 
Owny  Conctfueflofi 


Coarraetop  0(f«Cte«« 


Sm  Port  Uftioyiuri 
LkhcMo  OencnKSen 
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0*ia  LMMftcr 
PadncWHoWorto 

OkmWalHm 

PxiCt  $Mn  Cm  Iran  P^ 


J«vnc  E.  Schmw 


G»<r-t  RtUtlom  Cos 

Rlchv^  J.  Ogchwme 


February  11,  1993 


TOt 
rROM: 


Bill  Hillman 


Jayne  Sehraw 


^ 


In  1963  the  Minlolpality  of  Metropolitan  Seattle  began  to  clean 
up  LaKe  Washington,  a  25  nile  long  lake,  which  lies  to  the  east 
of  the  Seattle  city  limits.  The  lake  was  polluted  with  treated 
ethylene  entering  the  lake  from  several  sewage  treatment  plants 
bordering  the  lake.  The  pollution  created  human  health 
problems  and  a  moratorium  was  placed  on  swimming  and 
recreational  use.  Spray  from  a  water  skier  was  visibly  brown. 

The  funding  from  governmental  sources  allowed  the  major  clean 
up  producing  a  lake  that  is  enjoyed  year  round  by  millions  of 
northwest  residents  and  vacationers. 


CONSTRUCTORS  OF  WATCR,  SEWER  AND  UNDERGROUND  UTILITY  SYSTEMS 
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Clean  Water  CJouncil 

Committed  to  America's  Clean  Water  Future 

4301  N.  Fairfax  Drive.  Suite  360.  Arlineton.  Virginia  22203  (703)  358-9300 

February  5,  1993 

The  President 

The  White  House 

1600  Pennsylvania  Avenue,  N.W. 

Washington,  D.C.  20500 

Dear  Mr.  President: 

The  Clean  Water  Council  is  a  coalition  of  trade  and  public  associations,  labor  organizations, 
and  professional  societies  committed  to  increased  federal  investment  in  clesin  water 
infrastructure.  The  Council  represents  the  people  who  finance,  design,  build,  and  operate 
our  nation's  environmental  facilities.  We  look  forward  to  working  with  your  Administration 
to  address  this  neglected  national  priority. 

The  fact  that  our  drinking  water  and  water  pollution  treatment  infrastructure  requires 
substantial  capital  investment  is  undisputed.  The  most  recent  U.S.  EPA  assessment 
concludes  that  $110  billion  will  be  needed  to  address  wastewater  collection  and  treatment 
alone.   Other  studies  conducted  by  Clean  Water  Council  members  draw  similar,  less 
conservative  conclusions.   The  environmental,  public  health,  and  economic  ramifications  of 
the  problem  are  serious  and  national  in  scope. 

We  strongly  encourage  your  Administration  to  propose  two  solutions  that  will  spur 
immediate  employment,  strengthen  long-term  economic  growth  and  address  the  massive 
clean  water  deficit: 

•  1993  Economic  Stimulus  Package 

Supplemented  appropriations  targeted  to  water  quality  construction  projects  will  put 
a  lot  of  people  to  work  quickly.   The  U.S.  EPA  estimates  that  58,500  jobs  are 
generated  by  every  $1  billion  invested  in  wastewater  collection  and  treatment.  The 
total  veilue  of  wastewater  projects  ready  for  construction  during  the  next  year  is  $11.9 
billion  ($7.2  billion  for  sanitary  sewer  projects  and  $4.7  billion  for  wastewater 
treatment). 

For  these  reasons,  the  1993  economic  stimulus  package  should  target  at  least  $3 
billion  in  supplemental  federal  appropriations  to  the  fiscal  year  1993  State  Revolving 
Loan  Fund  (SRF)  Progrsun  administered  by  the  U.S.  EPA  (approximately  $2  billion 
has  already  been  appropriated  to  the  SRF  Program  in  this  fiscal  year). 

Project  construction  could  be  substantially  accelerated  if  specific  SRF  requirements 
are  temporarily  waived.    For  example,  many  states  are  hard-pressed  to  meet  the 
20%  state  match  requirement.   Also,  restrictions  on  funding  collectors  and  combined 
sewer  overflows  (section  201(g)(1)  of  the  Clean  Water  Act)  hinder  short-term  job 
creation  because  a  large  percentage  of  the  ready-to-go  projects  are  sewer  projects. 
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If  SRF  eligibility  is  expanded  to  include  water  supply  projects,  an  additional  $2 
billion  should  be  earmarked  for  the  SRF  Program.   Furthermore,  we  support 
supplemental  appropriations  dedicated  to  existing  FmHA  water  and  waste  disposal 
grant  and  loan  programs,  which  will  put  people  to  work  in  small  communities  that 
cannot  afford  SRF  loans. 

It  is  important  to  use  these  existing  program  mechanisms  to  accelerate  water  quaUty 
infrastructure  investment  so  that  people  can  start  working  immediately. 


•  FisMl  Year  1994  Budget 

Wastewater  collection  and  treatment  funding  needs  to  be  reestablished  at  the  $5- 
billion  level  in  fiscal  year  1994.   If  the  federal  government  decides  to  address  safe 
drinking  water  infrsistructure  needs,  additional  funding  will  be  required. 
Furthermore,  the  federal  tax  code  should  be  streamlined  as  it  pertains  to  bond 
issuance  and  arbitrage  to  encourage  leverage  of  the  state  revolving  funds.   The 
particular  needs  of  small,  rural  communities  must  also  be  addressed. 

Adequate  funding  for  water  quahty  facilities  must  be  reestablished  as  a  domestic 
priority  because  the  projects  protect  pubhc  health,  protect  the  environment,  generate 
employment,  and  spur  long-term  economic  health.   Investment  in  this  area  increases 
the  rate  of  return  to  private  capital,  increases  the  growth  rate  of  labor  productivity, 
increases  private  investment  in  plant  and  equipment,  and  increases  the  tax  base. 

We  appreciate  your  recognition  that  clean  water  is  a  necessary  public  good  and  a  vital 
element  of  public  trust  in  government.  We  would  welcome  the  opportunity  to  provide 
assistance  and  support  to  your  Administration  as  you  work  to  ensure  that  America's  future 
clean  water  needs  are  met. 


Sincerely, 


American  Concrete  Pipe  Association 

American  Consulting  Engineers  Council 

American  Road  and  Trauisportation  Builders  Association 

American  Subcontractors  Association 

Associated  Equipment  Distributors 

Association  of  Metropolitan  Sewerage  Agencies 

Assn.  of  State  and  Interstate  Water  Pollution  Control  Administrators 

Building  and  Construction  Trades  Department,  AFL-CIO 

Construction  Industry  Manufacturers  Association 

Council  of  Infrastructure  Financing  Authorities 

Ductile  Iron  Pipe  Research  Association  ,,,  a     ■■ 

National  Utility  Contractors  Association 

Parsons  Brinckerhoff  Quade  &  Douglas,  Inc. 

Uni-Bell  PVC  Pipe  Association 

Water  and  Wastewater  Equipment  Manufacturers  Association 

Water  and  Sewer  Distributors  of  America 


121 


WRfTTEN  STATEMENT 

OF  THE 

AMERICAN  FOREST  AND  PAPER  ASSOCIATION 

TO  THE 


SUBCOMMnTEE  ON  ENVIRONMENT  AND  NATURAL  RESOURCES 

COMMITTEE  ON  MERCHANT  MARINE  AND  FISHERIES 

U.S.  HOUSE  OF  REPRESENTATIVES 


Fabfuaiy  18. 1983 


122 
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AMERICAN  FOREST  AND  PAPER  ASSOCIATION 

TO  THE 
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coMMrrrEE  on  merchant  marine  and  rsheries 

U.S.  HOUSE  OF  representatives 


February  18, 1993 


The  member  companies  of  American  Forest  and  Paper  Association  (AFPA) 
appreciate  the  opportunity  to  express  their  concerns  with  the  proposal  by  Chairman 
Gerry  Studds  (D-MA)  to  create  a  National  Clean  Water  Investment  Corporation,  to  be 
funded  by  new  federal  taxes  on  permitted  discharges  and  on  industrial,  commercial, 
agricultural,  and  consumer  products.  As  companies  and  businesses  that  would  be 
significantly  impacted  by  such  a  proposal,  AFPA  members  have  a  substantial  interest 
In  the  subject  matter  of  this  hearing. 


Background 

The  American  Forest  and  Paper  Association  is  the  national  trade  association  of 
the  forest  products,  pulp  and  paper  industry.  The  U.S.  forest  and  paper  industry  is  a 
vital  economic  force  in  today's  marketplace.   Its  member  firms  directly  employ  1.6 
million  workers  in  the  growing  of  trees,  manufacturing  of  forest  and  paper  products, 
and  recovery  and  recycling  of  paper  products,  accounting  for  7  percent  of  all  U.S. 
manufacturing.  Collectively,  the  industry  injects  $43.5  billion  into  local  economies 
through  wages  and  salaries  and  ranks  among  the  top  10  employers  in  40  of  the  50 
states.  The  industry  is  also  one  of  the  leading  positive  contributors  to  the  U.S. 
balance  of  payments,  effectively  competing  in  the  world  marketplace  with  U.S.  exports 
of  $16  billion  annually.  The  forest  and  paper  industry  is  one  of  only  two  U.S. 
industries  recently  rated  "A"  by  Fortune  magazine  for  international  competitiveness. 

The  forest  products  industry  has  an  extensive  track  record  of  success  in 
environmental  improvements,  particularly  in  water  quality  improvements  and  pollution 
control  and  prevention.  Currently,  the  industry  complies  with  v^rhat  are  in  actual 
practice  the  world's  most  rigorous  water  pollution  control  and  prevention  laws  in  the 
world.  Since  the  enactment  of  the  1972  Federal  Water  Pollution  Control  Act,  the 
Industry  has  spent  more  than  $5  billion  in  capital  investments  to  comply  with  federal 
and  state  water  quality  requirements.  The  industry  anticipates  additional  capital 
expenditures  of  several  billion  dollars  to  complete  implementation  of  the  requirements 
of  the  1987  Clean  Water  Act  amendments.  These  investments  have  resulted  in,  and 
will  continue  to  achieve,  dramatic  gains  in  water  quality,  even  as  industry  output  has 
increased  with  economic  growth. 
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As  AFPA  understands  the  Studds  proposal  droiated  in  January,  1993,  $8 
bWon  is  proposed  to  t)e  raised  from  three  different  tax  mechanisms  in  order  to 
estabfish  a  National  Clean  Water  Investment  Corporation  to  finance  state  and  locd 
water  infrastructure  needs,  thus  reducing  appropriations  for  Clean  Water  Act 
programs.  The  mechanisms  proposed  are  a  tax  on  the  industrial  discharge  of  toxic 
pollutants  ($3  bUSon),  a  tax  on  industrial,  commercial,  and  consumer  products  ($2 
bWon),  and  a  tax  on  pesticides  and  fertflizers  ^1  btHion).  Although  little  further  detal 
has  been  provided,  AFPA  befieves  that  this  approach  is  a  radical  departure  from 
cun^nt  law  and  is  extremely  inequitable.  AFPA's  member  companies  would  strongly 
oppose  its  enactment 

The  following  (Sscussion  addresses  particuiar  concerns  of  the  forest  and  paper 
industry  with  the  approach  outlined  in  the  Studds  proposal. 

state  aid  iDCfll  Wft""**"**^  !nfrfKlniniirff  Weeds  Must  Be  PrioritizBd  in  Uoht  o< 
Funding  Constrainls. 

Any  federal  efforts  to  fund  infrastructure  improvements  must  be  preceded  t}y  a 
fair,  objective  pnoritization  of  the  needs  so  identified.  In  a  world  of  unlimited 
resources,  all  private  and  public  sector  needs  would  receive  the  highest  priority,  arxJ 
would  be  funded  accordingly.  As  the  Studds  proposal  makes  dear,  however,  the 
public  sector  does  not  operate  with  unlimited  resources.  It  must  be  equally  well 
understood  that  the  private  sector  does  not  operate  with  unlimited  resources,  either. 

State  and  local  governments,  and  the  put)lic,  are  ill-sen^  by  the  consideration 
of  alternative  fur^ding  mechanisms  to  finance  public  dean  water  projects  without  first 
definir>g  specific  wastewater  infrastructure  priorities  on  the  basis  of  relative  risks  to 
public  health  and  the  environment  Although  such  prioritization  requires  difficult 
choices  among  many  competing  demands  for  funding,  it  is  essential  if  true 
infrastructure  needs  are  ever  to  be  addressed.  While  several  infrastructure  needs 
studies  have  been  developed,  it  does  not  appear  that  the  necessary  prioritization  of 
needs  has  been  urxlertaken.  This  pxioritization  must  occur  t)efore  further 
consideration  is  given  to  finandng  wastewater  infrastructure  projects. 

In  conjunction  with  this  prioritization,  an  extensive  review  of  federal  requirements 
on  state  and  local  governments  ixxjer  the  Clean  Water  Act  should  be  undertaken. 
State  and  local  government  officials  have  been  virtually  unanimous  in  their  critidsm  of 
the  ever-increasing  burden  of  federal  marKJates  and  strict  implementation  schedules 
urvjer  the  Act,  without  commensurate  federal  funding  or  other  resources  to  implement 
these  programs. 

Rather  than  simply  shifting  the  funding  responsibilities  for  mandates  to 
businesses,  manufacturers,  and  agriculture,  Congress  should  reassess  its  mandates 
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on  state  and  local  governments  relative  to  environmental  and  health  risks,  and 
consider  alternative  schedules  and  greater  flexibility.  Such  a  reassessment  should  be 
undertaken  during  reauthorization  of  the  Clean  Water  Act  in  this  Congress. 

-    It  should  be  noted  that  the  private  sector,  too,  has  operated  under  the  strict 
federal  mandates  of  the  Clean  Water  Act;  the  private  sector  has  incurred,  and  will 
continue  to  incur,  enormous  costs  in  order  to  comply  with  these  requirements,  without 
state  or  federal  assistance. 


The  Proposal  Represents  a  '0660  Pockets'  Rather  Than  a  •Polluter  Pays'  Solution. 

Although  described  as  a  "polluter  pays"  approach  to  financing  clean  water 
needs,  the  Studds  proposal  circumvents  most  of  the  sources  of  pollution  actually 
managed  by  public  treatment  works.  Under  the  proposal,  the  primary  users  of 
municipal  wastewater  systems  (and  contributors  to  municipal  discharge  problems) 
would  not  pay  at  all.   Rather,  a  substantial  portion  of  the  tax  would  be  imposed  on 
industrial  facilities  that  have  already  paid  to  address  their  contributions  to  water  quality 
impairment  ~  a  "polluter  pays  twice"  approach.  The  industrial  discharge  tax  would  fall 
on  legitimate  discharges  allowed  under  the  Clean  Water  Act,  even  if  within  established 
permit  limits. 

Under  the  Act,  industrial  dischargers  are  required  to  obtain  a  National  Pollutant 
Discharge  Elimination  System  (NPDES)  permit.   Permit  requirements,  based  upon  best 
available  technology  (BAT),  have  been  established  for  over  50  industrial  categories  , 
and  over  48,000  industrial  facilities  have  been  issued  NPDES  permits.   EPA  is  required 
by  law  to  periodically  update  the  effluent  guidelines  based  on  technology  advances, 
and  is  in  the  process  of  a  third  round  of  modifications  to  the  pulp  and  paper  industry's 
effluent  guideline. 

In  addition  to  the  NPDES  program,  the  Act  establishes  water  quality  standards 
for  a  range  of  pollutants.   During  the  development  of  the  1987  amendments,  particular 
concerns  over  toxic  discharges  led  to  the  passage  of  Section  304(1)  of  the  Act,  the 
"toxic  hot  spots"  program.  Section  304(1)  allows  for  the  development  of  individual 
control  strategies  to  address  toxic  pollutants  of  particular  concern,  in  stream  segments 
which  require  the  greatest  attention. 

Under  these  strict  federal  and  state  mandates,  pulp,  paper,  and  forest  products 
manufacturers  have  made  substantial  capital  investments  to  dramatically  improve 
water  quality  and  achieve  compliance  with  the  law.  The  Studds  proposal  would 
impose  on  the  industry  the  substantial  additional  burden  of  financing  the  construction 
of  public  treatment  works  and  addressing  pollution  from  public  water  systems.  In  this 
way,  the  proposal  is  extremely  inequitable  and  represents  a  radical  departure  from  the 
existing  state-federal  and  private-public  relationships  under  the  Clean  Water  Act. 
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By  imposing  new  taxes  on  businesses,  manufacturers,  and  agriculture  to 
finance  public  works  projects,  the  historical  link  between  the  user  of  the  public  service 
and  the  source  of  funding  for  the  service  has  been  broken.   Industrial  and  commercial 
facilities,  agricultural  activities,  and  consumer  products  completely  unconnected  to 
public  water  systems  and  their  infrastructure  needs  would  nonetheless  be  taxed.  Even 
indirect  industrial  dischargers,  which  are  subject  to  pretreatment  standards  and  pay 
fees  to  publicly  owned  treatment  works  (POTWs)  for  additional  treatment,  would  pay 
the  additional  taxes.   Regional  subsidization  would  also  likely  occur;  industrial  and 
agricultural  regions  with  little  infrastructure  needs  or  those  that  have  already  allocated 
the  necessary  resources  to  local  projects,  would  be  relied  on  to  support  the 
infrastructure  requirements  of  other  areas  of  the  country  with  the  greatest  remaining 
needs.  A  paper  mill  in  South  Carolina,  or  a  tree  farmer  in  Oregon,  would  be  required 
to  finance  the  clean-up  of  the  Boston  Harbor,  hardly  an  equitable  result. 

Besides  the  inherent  inequity  of  the  proposal,  the  tax  system  is  flawed  because 
It  lacks  accountability.  As  proposed,  infrastructure  needs  would  be  identified, 
presumably,  by  the  federal  government,  and  state  and  local  governments  would  make 
the  investments.  The  private  sector  would  be  called  upon  to  fund  this  system  without 
any  role  in  the  assessment  of  relative  needs,  the  actual  investments  as  they  are  made, 
or  in  the  rate  increases  that  are  likely  over  time. 

Rather  than  a  "polluter  pays"  approach,  the  proposal  identifies  new  sources  of 
revenue  -  the  "deep  pockets"  ~  unconnected  to  the  water  quality  concerns  at  hand  in 
order  to  finance  public  infrastructure  requirements  that  the  federal  government  has 
mandated  on  state  and  local  government  but  cannot  support.  A  more  equitable 
approach  would  be  review  these  requirements  on  state  and  local  jurisdictions,  set 
more  realistic  priorities,  and  then  look  to  the  sources  and  users  of  public  wastewater 
systems  to  fund  the  necessary  public  infrastructure  investments.   Unfortunately, 
Imposing  additional  costs  on  the  private  sector  will  only  inhibit  innovative  private  sector 
investment  in  water  quality  improvements. 


The  proposal,  by  increasing  the  tax  burden  on  the  private  sector,  would  have  severe 
consequences  for  economic  growth,  pwivate  sector  job  creation,  and  international 
competitiveness. 

Given  the  current  economic  climate,  new  taxes  and  fees  on  businesses  and 
consumers,  in  addition  to  those  already  proposed  by  the  Clinton  Administration,  are 
unwarranted  and  could  disrupt  the  ongoing  economic  recovery.   In  both  the  short  and 
longer  term,  such  taxes  would  have  severe,  negative  impacts  on  private  sector 
employment,  consumer  prices,  economic  growth,  and  U.S.  competitiveness  in  world 
markets. 
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Rather  than  increase  overall  employment  the  proposal  would  likely  raise 
business  costs,  and  inhibit  economic  growth  and  job  creation  in  the  private  sector. 
Public  sector  employment  gains  are  speculative  at  best,  and  ignore  the  likely  offset  of 
productive  private  sector  job  losses  as. a  result  of  higher  costs  on  businesses, 
agriculture  and  manufacturers. 

Taxes  on  business  and  on  industrial,  commercial,  and  consumer  products  have 
a  direct  inflationary  effect  as  well,  raising  the  costs  of  an  entire  range  of  essential 
manufacturing  inputs  and  everyday  household  products.  Combined  with  the  new 
energy  taxes  to  be  borne  by  all  Americans,  increased  consumer  prices  from  the 
Studds  proposal  would  lead  to  higher  interest  rates  and  slowed  economic  growth. 
Such  results  are  contrary  to  the  Nation's  economic  interests. 

Rnally,  the  increased  tax  t)urden  on  businesses,  agriculture,  and  manufacturers 
will  raise  the  cost  of  U.S.  products  relative  to  foreign  competitors.   Foreign  companies 
and  products  would  not  have  this  added  cost.  Any  such  cost  increases,  especially  for 
manufacturers  operating  on  tight  margins,  will  seriously  disadvantage  U.S.  goods  in 
international  mari<ets.   For  the  domestic  forest  and  paper  industry,  which  faces 
increasing  global  competition  from  Scandinavia,  Germany,  and  the  Pacific  Rim,  this  is 
an  especially  critical  concern. 

The  Congressional  Research  Service  Sttxiy  On  Which  The  Studds  Proposal  Is  Based 
Presents  Several  Unanswered  Questions 

In  July,  1992,  the  Congressional  Research  Sen/ice  (CRS),  at  the  request  of  the 
House  Merchant  Marine  and  Rsheries  Committee's  Subcommittee  on  Fisheries  and 
Wildlife  Conservation,  presented  to  the  Subcommittee  a  study  supporting  the 
establishment  of  a  National  Clean  Water  Investment  Corporation,  to  be  funded  from 
taxes  on  industrial  discharges,  agricultural  inputs,  and  consumer  products.  It  is  upon 
this  study  that  the  Studds  proposal  is  based.  The  study,  however,  presents  several 
unresolved  questions  which  deserve  thorough  and  independent  analysis  before 
legislation  is  modeled  after  it. 

First,  the  study  is  dear  in  defining  the  motivation  for  taxing  industrial  discharges, 
agricultural  inputs,  and  consumer  products:  raising  revenues.  As  such,  the  study 
ignores  the  disconnection  between  those  being  taxed  and  the  public  services  t)eing 
supported  by  the  revenues  raised.  The  study  gives  no  consideration  to  the  equity 
issues  or  to  the  traditional  private/public  division  of  responsibilities  for  water  quality 
that  are  discussed  atx)ve.   Moreover,  such  taxes  would  become  a  permanent,  ever- 
increasing  burden  on  the  private  sector,  as  acknowledged  in  the  CRS  study:  "So  long 
as  revenue-raising  is  a  key  objective  of  the  fees,  it  will  be  necessary  to  build  into  the 
fee  system  a  means  for  making  adjustments  over  time." 
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Second,  the  study  ignores  the  substantial  fees  already  paid  by  indirect  industrial 
dischargers  that  discharge  into  POTWs.  These  services  are  paid  for  by  the  private 
sector;  in  some  areas,  the  indirect  industrial  discharger's  fees  support  virtually  the 
entire  public  wastewater  system  because  of  its  reliance  on  that  system.   By  ignoring 
this  fact  and  imposing  the  tax  on  indirect  dischargers  in  its  analysis,  the  CRS  study 
implies  that  these  services  are  provided  at  no  cost  to  the  industrial  discharger. 

Likewise,  the  study  ignores  the  state  fees  paid  by  industries  in  at  least  half  the 
states  to  support  a  range  of  water  quality  programs.  These  fees  are  generally  tied  to 
the  specific  services  and  activities  that  those  assessed  are  responsible  for  and,  as 
such,  are  significantiy  more  equitable.   Ignoring  the  fees  already  paid  by  the  regulated 
community  leaves  the  impression  that  costs  incurred  by  the  states  in  operating  their 
programs  are  unsupported,  a  misleading  impression.   Moreover,  the  study  fails  to 
recognize  that,  to  the  extent  the  federal  government  imposes  taxes  on  manufacturers, 
businesses  and  agriculture,  to  support  the  public  works  infrastructure  spending,  these 
sources  of  funding  to  support  specific  state  water  quality  programs  will  be  severely 
curtailed. 

AFPA  strongly  suggests  that  an  independent  analysis  of  the  scientific  and 
technical  bases  of  the  Studds  proposal,  including  a  review  of  the  assumptions  and 
methodology  used  in  the  CRS  study,  be  undertaken.  A  similar  assessment  of  the 
state-by-state  economic  impacts  of  the  proposal,  taking  into  consideration  the  points 
raised  above,  is  also  warranted.  Such  an  analysis  should  address  both  regional  and 
national  economic  consequences  of  shifting  public  sector  wastewater  infrastructure 
costs  to  the  private  sector,  as  the  Studds  proposal  would  require. 


CorxJusion 

The  member  companies  of  the  American  Forest  and  Paper  Association 
recognize  that  there  are  legitimate  public  wastewater  infrastructure  needs  that  must  be 
addressed.  AFPA  members  believe  that  these  needs  are  best  addressed  through  the 
existing  State  Revolving  Fund  (SRF)  program,  and  Congress  should  address  the 
continuation  of  the  SRF  program  through  the  Clean  Water  Act  reauthorization  process. 
The  paper  and  forest  products  industry  strongly  objects,  however,  to  the  imposition  of 
taxes  on  permitted  industrial  discharges,  products,  and  agricultural  inputs  to  meet 
state  and  local  infrastructure  needs  mandated  by  the  federal  government. 

The  Studds  proposal  is  not  a  "polluter  pays"  proposal  because  those  hit  by  the 
taxes  have  already  made,  and  will  continue  to  make,  enormous  capital  investments 
resulting  in  substantial  water  quality  improvements.   Rather,  the  proposal  represents  a 
shift  in  the  funding  burden  from  the  public  to  the  private  sector.  Those  most 
dependent  on  public  wastewater  systems,  and  those  with  the  greatest  responsibility  for 
resulting  water  quality  impairments,  would  not  be  affected  by  the  tax  proposal. 
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AFPA  believes  the  Studds  proposal  radically  alters  the  historic  private-public 
relationship  under  the  Clean  Water  Act.  Its  likely  economic  consequences  would 
inhibit  economic  growth  and  have  a  negative  impact  on  jobs,  consumer  prices,  and 
international  competitiveness.  For  these  reasons,  AFPA's  member  companies  strongly 
oppose  this  proposal. 
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SUMMARY 

The  National  Council  of  Farmer  Cooperatives  ("National  Council") 
appreciates  the  opportunity  to  submit  comments  regarding  clean 
water  funding,  and  in  particular  the  proposal  for  a  National  Clean 
Water  Investment  Corporation.  The  National  Council  is  intrigued 
with  the  concept  as  one  way  to  overcome  critical  resource 
constraints,  and  would  welcome  the  opportunity  to  work  with  the 
Subcommittee  on  developing  NPS  management  policies  for  agriculture, 
including  initiatives  to  provide  needed  financial  assistance. 
However,  the  National  Council  does  not  support  the  proposed  fee  on 
fertilizers  and  pesticides,  whether  to  fund  municipal  treatment  or 
NPS  pollution  management,  and  believes  that  such  a  fee  would 
undermine  ultimate  water  quality  goals. 

*************************** 


INTEREST  OF  THE  NATIONAL  COUNCIL 

The  National  Council  of  Farmer  Cooperatives  is  a  nationwide 
association  of  cooperative  businesses  which  are  owned  and 
controlled  by  farmers.  Our  membership  includes  nearly  100  major 
agricultural  marketing,  supply  and  credit  cooperatives.  National 
Council  members  handle  practically  every  type  of  agricultural 
commodity  produced  in  the  U.S.,  market  these  commodities 
domestically  and  abroad,  and  furnish  production  supplies  and  credit 
to  their  farmer  members  and  patrons.  The  National  Council 
represents  about  90  percent  of  the  nearly  4,700  local  farmer 
cooperatives  in  the  nation,  with  a  combined  membership  of  nearly  2 
mi 1 1 ion  farmers . 

The  National  Council  places  a  high  priority  on  development  of 
policies  that  maintain  and  enhance  the  quality  of  surface  and 
ground  water  resources  through  effective  management  of  NPS 
pollution  from  agricultural  activities,  where  problems  are 
identified,  in  a  manner  compatible  with  food  and  agricultural 
policy  objectives. 

Agricultural  cooperatives  are  uniquely  positioned  to  work  in 
partnership  with  the  farmers  and  ranchers  who  are  their  member- 
owners  as  they  strive  to  address  NPS  pollution  and  other 
environmental  challenges.  A  number  of  innovative  initiatives, 
principally  built  around  environmentally  beneficial  BMP's  and  IPM 
programs,  are  already  underway,  with  promising  results. 
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NATIONAL  COUNCIL  COMMENTS 


Nutrients  and  Crop  Protection  Chemicals  Critical  to  Production 
Agriculture: 

In  anticipating  future  debate  about  how  to  address  management  of 
NPS  pollution  from  agriculture,  a  brief  review  of  the  roles  of  key 
agricultural  inputs  that  are  regarded  as  potential  sources  of 
pollution  may  be  helpful  to  the  Subcommittee: 

*  Nutrients  are  basic  building  blocks  that  both  plants  and 
animals  require  in  order  to  grow  and  survive.  Natural  soil 
nutrient  replenishment  processes  include  decay  of  organic 
matter,  siltation  (flood  plains)  and,  yes,  even  lightning. 
Although  nitrogen  (N)  is  but  one  of  16  elements  essential  for 
plant  growth,  it  is  one  of  the  most  critical,  in  that  yields 
are  generally  proportional  to  the  amount  of  N  available. 

*  Natural  supplies  of  N  and  phosphorous  (P)  in  the  soil  are 
limited,  and  can  be  quickly  depleted.  These  nutrients  must  be 
replenished  and  often  supplemented  to  achieve  acceptable 
yields  on  a  sustainable  basis.  A  number  of  sources  of 
supplemental  nutrients  are  available  to  farmers,  such  as 
manure,  crop  rotations  (legumes  and  green  "manure"  crops), 
commercial  fertilizers,  sludge,  etc. 

*  Pesticides  are  crop  protectants  which  comprise  critical  tools 
in  the  farmer's  arsenal  to  supplement  crops'  natural  defenses 
against  a  host  of  predators,  competitors  and  diseases,  which 
can  cause  major  losses  to  the  detriment  of  both  farmers  and 
consumers.  Crops  in  the  U.S.  must  compete  with  10,000  species 
of  insects,  1,800  different  weed  varieties,  18,000  species  of 
fungi  and  250  viruses.  Even  with  effective  use  of  all  crop 
protection  tools,  nature's  competitors  typically  cause  a  25 
percent  yield  reduction.  Absent  crop  protection  chemicals, 
potential  crop  losses  can  be  50,  or  even  100,  percent. 

*  The  judicious  use  of  supplemental  plant  nutrients  and  crop 
protection  chemicals  has  helped  American  agriculture  realize 
a  doubling  of  yields  in  the  past  four  decades. 

*  One  beneficial  side  effect  is  that  agricultural  producers  have 
been  able  to  respond  to  the  growing  food  and  natural  fiber 
needs  of  an  expanding  population  on  reduced  acreage,  thus 
averting  environmental  pressures  on  more  fragile  lands  that 
otherwise  would  be  brought  into  production. 
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Management  of  NFS  Pollution  from  Agricultural  Operations: 

Briefly  stated,  trace  levels  of  pesticides  and  nutrients 
(principally  N  and  P)  are  being  detected  in  some  water  bodies  at 
levels  deemed  to  exceed  acceptable  levels  under  standards  set  by 
the  Clean  Water  Act  and  other  statutes.  One  of  the  potential 
sources  of  concern  frequently  cited  is  that  of  NPS  pollution  from 
agricultural  operations  (Note:  Off-farm  sources  are  also 
recognized,  including  septic  systems,  urban  landscapes,  natural 
vegetative  decay,  etc.)- 

The  National  Council  and  its  member  cooperatives  are  sensitive  to 
the  need  to  be  part  of  the  solution  in  managing  NPS  pollution.  We 
believe  that  the  operative  goal  of  any  successful  policy  response 
is  as  follows: 

To  maintain  and  enhance  the  quality  of  surface  and  ground 
water  resources  through  effective  management,  on  the  farm  and 
in  the  field,  of  NPS  pollution  from  agricultural  activities 
where  problems  are  identified,  in  a  manner  compatible  with 
food  and  agricultural  policy  objectives. 

Exhibit  1  is  a  Statement  of  Principles  endorsed  by  the  National 
Council  and  other  agricultural  organizations,  which  we  believe 
helps  identify  the  challenge  and  portray  important  concepts  which 
can  form  the  basis  for  effective  solutions.  Our  participation  in 
the  clean  water  policy  debate  will  be  guided  by  these  important 
principles . 

American  farmers  are  generally  anxious  to  be  a  constructive  part  of 
the  NPS  pollution  management  solution.  However,  given  resource 
constraints,  they  cannot  succeed  alone.  There  must  be  a  shared 
burden  in  responding.   Farmers'  basic  needs  are  three-fold: 

(1)  sound  information   on  what  works; 

(2)  technical     assistance     in  tailoring  the  menu  of  generic 
solutions  to  site-specific  circumstances;  and 

(3)  financial  assistance,   particularly  for  more  capital-intensive 
options. 

The  success  or  failure  of  any  initiative  to  manage  NPS  pollution 
from  agriculture  will  ultimately  be  determined  by  actual  results  in 
the  field.  These  results  will  be  dependent  upon  recognition  of  the 
following  factors: 

*  Farmers  must  be  financially  viable  to  Implement  NPS  pollution 
management  programs. 
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*  All  nutrient  sources  can  potentially  cause  NPS  pollution, 
whether  they  exist  naturally  or  are  added  to  the  soil;  and 
therefore  all  sources  must  be  properly  managed. 

*  To  reduce  N  and  P  contamination,  a  systems  policy  approach  is 
needed  to  ensure  that  reductions  in  one  source  are  not  offset 
by  increases  in  another.  The  systems  approach  requires 
careful  examination  of  both  ag  and  non-ag,  as  well  as  both 
point  and  non-point,  sources. 

*  Recent  ag-environmental  initiatives,  such  as  those  of  the  1985 
and  1990  Farm  Acts,  have  significant  potential  for  addressing 
NPS  contamination.  Unfortunately,  little  or  no  funding  has 
been  provided  in  many  instances.  Great  strides  can  be  made  in 
achieving  NPS  pollution  management  by  adequately  funding  and 
administering  these  existing  programs.  Moreover,  time  is 
needed  to  evaluate  the  results  of  programs  that  have  moved 
forward. 

*  Adoption  of  Best  Management  Practices  (BMP's)  --  practices 
shown  to  give  maximum  productivity,  input  efficiency  and 
environmental  protection  --  holds  significant  potential  to 
address  nutrient  contamination  and,  at  the  same  time,  help 
contribute  to  the  financial  viability  of  the  farm  enterprise. 
Integrated  Pest  Management  (IPM)  programs  offer  similar 
benefits  for  crop  protection  chemicals. 

CRS  Proposal  Highlights  Need  for  Resources,  but  Proposed  Approach 
Neglects  NPS  Pollution  Management: 

The  National  Clean  Water  Investment  Corporation  ("Investment 
Corporation")  proposed  by  the  Congressional  Research  Service  (CRS) 
renders  an  important  function  in  that  it  helps  focus  the  policy 
process  on  the  overwhelming  need  for  resources  at  the  local  level 
to  achieve  national  clean  water  objectives. 

The  sale  of  "Clean  Water  Bonds,"  with  capital  raised  channeled  into 
state  revolving  funds,  is  one  concept  that  would  appear  to  offer 
considerable  potential,  at  least  for  municipal  sewage  projects.  In 
these  capital-intensive  endeavors,  it  appears  that  the  sale  of 
bonds  would  in  essence  restructure  the  debt  load  over  a  longer 
period  at  reduced  interest,  to  avoid  bankrupting  the  locality. 
Certainly  rural  communities  are  in  need  of  such  assistance.  As  we 
understand  it,  the  fund  would  be  repaid  by  users  of  the  system. 
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The  bond  funding  mechanism  would  likely  have  serious  limitations  If 
applied  to  funding  of  NFS  pollution  management  responses. 
Agriculture  in  particular  has  many  smaller-scale  business  units 
which  cannot  pass  costs  on  by  setting  prices,  or  rates. 

While  the  Impetus  for  this  proffered  remedy  is  evidently  in 
response  to  high  costs  of  municipal  water  and  sewer  projects,  the 
resource  challenges  identified  are  equally  applicable  to  managing 
nonpolnt  source  (NFS)  pollution  from  agriculture  and  other 
activities • 

Indeed,  the  National  Council  would  suggest  that  the  fourth 
principle  cited  by  the  proposal  in  governing  disbursements  --  "The 
allocation  formula  currently  found  in  the  Clean  Water  Act  should  be 
revised  to  more  accurately  reflect  needs..."  --  begs  a  critical 
question: 

If  nonpoint  source  pollution  is  believed  to  be  a  major 
priority  in  achieving  clean  water  objectives,  are 
disbursements  of  available  funds  commensurate  with  that  view? 

The  significant  resource  constraints  which  the  Subcommittee  is 
attempting  to  address  on  the  "urban"  front  are  arguably  even  more 
acute  when  viewed  in  the  context  of  emerging  debate  regarding 
nonpolnt  source  pollution  from  agriculture  and  other  activities. 
As  noted  in  the  Introduction  of  the  CRS  proposal,  $75  billion  in 
Federal,  State  and  local  funds  have  been  contributed  towards  sewage 
treatment  construction  projects  alone  in  the  past  two  decades.  By 
contrast,  funding  directed  to  managing  NFS  pollution  has  been 
minuscule;  and  at  this  juncture  there  are  no  initiatives  evident 
that  would  alter  this  imbalance. 

Will  the  policy  process  ultimately  generate  resources  for  NFS 
pollution  management  commensurate  with  the  challenge,  as  has  been 
the  case  for  municipal  projects?  The  National  Council  looks 
forward  to  working  with  the  Subcommittee  as  future  deliberations 
focus  on  this  important  question. 

Proposed  Fee  on  Fertilizers  and  Festicides  Inappropriate  as  Funding 
Source  for  Municipal  Sewage  Treatment,  and  Runs  Counter  to  NFS 
Follution  Management  Objectives: 

The  CRS  proposal  Includes  imposition  of  a  "Folluter  Fays"  fee  on 
the  manufacture  of  active  ingredients  in  pesticides  and 
fertilizers,  in  order  to  generate  $1  billion  annually  as  part  of 
the  Corporation's  annual  budget  to  service  the  bond  debt  and  meet 
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other  short-term  needs.  The  stated  rationale  is  that  a  greater 
share  of  the  costs  associated  with  water  treatment  would  be  borne 
by  major  sources  of  pollution. 

The  National  Council  would  like  to  comment  from  two  perspectives: 
(a)  whether  these  farm  inputs  are  a  part  of  the  municipal  sewage 
treatment  problem;  and  (b)  applicability  of  this  conceptual 
approach  to  agriculture  and  NPS  pollution. 

First,  the  National  Council  believes  it  is  inappropriate  to  tax 
critical  farm  inputs  to  help  finance  urban-oriented  solutions. 
While  fertilizers  and  pesticides  applied  to  the  "urban/suburban" 
landscape  may  be  characterized  as  contributing  to  municipal  sewage 
treatment  costs,  we  would  submit  that  farm  application  of  these 
important  production  inputs  does  not  constitute  part  of  the 
municipal  treatment  equation. 

Second,  even  if  funds  raised  in  this  fashion  were  to  be  directed 
instead  to  agricultural  NPS  pollution  management  initiatives,  the 
National  Council  believes  that  in  practice  the  initiative  would 
actually  run  counter  to  environmental  policy  objectives,  for 
several  reasons: 

*  Farmers,  not  manufacturers,  will  ultimately  bear  the  cost  of 
the  fee  imposed  on  the  manufacture  of  active  ingredients  in 
pesticides  and  fertilizers.  Why?  Farmers  are  "price  takers," 
as  prices  received  for  the  products  they  harvest  are  dictated 
by  supply  and  demand  forces  in  the  market.  Thus,  higher  input 
costs  translate  into  reduced  net  income  for  the  farm  family, 
hurting  the  financial  viability  of  the  farm  operation,  and 
leaving  fewer  dollars  on  the  table  to  invest  in  longer  term 
infrastructure  improvements,  such  as  NPS  pollution  management. 

*  Farmers  must  be  financially  viable  to  have  the  capacity  to  be 
part  of  the  NPS  pollution  management  solution.  The  income 
picture  for  American  agriculture  has  been  grim  for  a  number  of 
years,  and  the  prognosis  for  the  near  future  is  not  promising. 
As  a  result,  farmers  have  extremely  limited  capital  resources. 

*  NPS  pollution  management  results  related  to  the  agricultural 
sector  can  only  be  accomplished  on  the  farm  and  in  the  field, 
with  hands-on  involvement  of  the  American  farmer.  In  addition 
to  their  willingness  to  be  part  of  the  solution,  farmers  need 
three  forms  of  assistance:  sound  information,  technical 
outreach  and  supplemental  financial  resources. 
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*  A  fee  on  commercial  fertilizers  is  inconsistent  with  the 
"polluter  pays"  principle  cited  in  three  important  respects: 

(1)  It  would  unfairly  penalize  farmers  in  areas  where  there 
is  no  NPS  pollution  problem; 

(2)  It  would  penalize  producers  who  have  already  taken 
aggressive  steps  to  implement  BMP's;  and 

(3)  It  would  inappropriately  place  the  entire  burden  of 
addressing  NPS  pollution  from  agricultural  operations  on 
just  one  of  several  recognized  potential  sources.  The 
approach  seems  to  be  based  upon  a  premise  that  NPS 
management  goals  are  advanced  if  farmers  are  forced  away 
from  commercial  fertilizers,  to  increased  reliance  on 
nitrogen  from  "natural"  sources.  Yet  studies  have 
repeatedly  demonstrated  that  water  quality  does  not 
differentiate  between  nitrogen  sources,  and  that  indeed 
management  of  organic  nutrient  sources  can  pose  greater 
operational  challenges. 

*  Government  progreuns  are  legitimate  vehicles  for  providing 
financial  assistance  as  a  means  of  facilitating  environmental 
objectives.  The  National  Council  endorses  increased  funding 
for  the  Section  319  program,  along  with  improved  efficiencies 
in  that  progreun.  However,  we  do  not  believe  it  is  appropriate 
to  remove  scarce  funds  already  in  the  hands  of  producers, 
where  they  need  to  be,  as  a  means  of  generating  those  funds. 
A  fee  on  farm  inputs  is  similar  to  taxing  financially  strained 
municipalities  charged  with  constructing  sewage  facilities,  as 
a  means  of  raising  funds  to  assist  them. 

No  matter  how  efficient  a  government  program  may  be,  it  cannot 
be  as  efficient,  either  in  terms  of  timeliness  or  financial 
impact,  as  leaving  available  funds  in  place.  Key  challenges 
involve  supplementing  resources  where  necessary  and  providing 
incentives  to  encourage  utilization  of  appropriate  levels  of 
existing  funds  on  NPS  pollution  management. 
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CONCLUSION 


In  conclusion,  the  National  Council  believes  the  Subcommittee 
should  abandon  the  proposal  to  impose  fees  on  fertilizers  and 
pesticides,  whether  for  the  proposed  Investment  Corporation,  or  to 
fund  other  water  quality  programs.  Where  agriculture  and  NPS 
pollution  management  are  concerned,  the  objective  should  be  to 
target  necessary  financial  incentives  as  directly  and  efficiently 
as  possible  to  assist  farmers'  implementation  of  cost-effective  and 
environmentally  sound  remedies. 

At  this  point,  the  National  Council  does  not  have  definitive 
funding  proposals  to  offer  regarding  the  difficult  resource 
challenges  involved.  Our  Environmental  Policy  Committee  is  in  the 
process  of  drafting  a  policy-oriented  document  based  upon  members' 
collective  experience  and  understanding  concerning  identification 
and  management  of  NPS  pollution  from  agricultural  sources.  We  will 
be  pleased  to  share  results  of  these  efforts  with  the  Subcommittee. 

The  National  Council  wishes  to  emphasize  a  strong  desire  to  work 
with  the  Subcommittee  in  developing  policies  that  enable  American 
agriculture  to  be  an  effective  and  active  part  of  the  NPS  pollution 
management  solution. 


March  2,  1993 
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EXHIBIT  1 

PIUNCIPLBS  STATEMENT  OP  THE  CLEAN  WATER  ACT  WORKING  GROUP 

American  Farm  Bureau  Federation 
American  Feed  Industiy  Association 

Amerlcein  Nurserymen 
American  Sheep  Industiy  Association 
American  Soybean  Association 
The  Fertilizer  Institute 
National  Agricultural  Chemicals  Association 
National  Association  of  Conservation  Districts 
National  Association  of  State  Departments  of  Agriculture 
National  Association  of  Wheat  Growers 
National  Broiler  Council 
National  Cattlemen's  Association 
Natloiud  Com  Growers  Association 
National  Cotton  Council 
National  Coioncll  of  Farmer  Cooperatives 
National  Farmers  Union 
National  Forest  Products  Association 
National  Milk  Producers  Federation 
National  Pork  Producers  Council 
National  Turkey  Federation 
National  Water  Resotirces  Association 
U.S.  Rice  Producers 
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r T  FAN  WATER  ACT  REAUTHORIZATION:    NONPOINT  SOURCE  PROVISIONS 

In  the  reauthorization  of  the  Clean  Water  Act,  Congress  should  adhere  to  the 
following  principles: 

1 .  The  Clean  Water  Act  (CWA)  does  not  stand  alone  in  protecting  America's 
waters  from  nonpolnt  source  (NFS)  pollution.  Other  ongoing  programs  at 
the  federal,  state  and  local  level  must  be  funded  fully,  coordinated  with 
and  not  superceded  by  the  CWA.  This  Includes,  In  particular,  ihe  soil 
conservation  and  water  quality  provisions  of  the  1985  and  1990  farm 
acts  and  the  state  groundwater  and  surface  water  protection  programs  of 
the  Federal  Insecticide.  Fungicide  and  Rodentlclde  Act  (FIFRA). 

2.  Recognizing  the  20-year  commitment  our  country  has  had  to  eliminating 
point- source  pollution,  success  in  reducing  the  more  complex  emd 
diverse  NFS  pollution  will  require  similar  time  and  resource 
commitments.   However,  management  of  this  problem  will  require  a 
different  approach  than  that  of  point  source  pollution  elimination 
because,  unlike  point  source  pollution,  NFS  pollution  Is  primarily  a 
weather-related  phenomenon  that  can  be  managed,  but  not  feasibly 
eliminated.  NFS  pollution  Is  caused  by  the  inadvertent  discharge  of 
pollutants  from  a  wide  variety  of  society's  most  essential  activities. 

3.  The  central  focus  of  NFS  management  solutions  should  be  a  reasonable 
and  voluntary  approach  based  on  incentives,  education  and  technical 
assistance  as  the  primary  means  of  managing  NFS  pollution. 

•  NFS  pollution  management  programs  should  (a)  emphasize  the 
protection  of  water  resources  and  state-designated  water  uses. 
Including  state-designated  agricultural  uses,  and  (b)  recognize  the 
importance  and  needs  of  individual  agricultural  producers  and 
other  landowners  affected  by  the  CWA. 

•  This  approach  emphasizes  the  use  of  locally  designed  and  applied, 
economically  feasible,  site-specific  best  management  practices 
v^ch  do  not  infringe  on  private  property  rights.  Implementation 
of  these  farm  management  options  over  a  realistic  time  frame  will 
further  the  goal  of  reaching  or  maintaining  designated  uses  of 
water  bodies. 

•  It  is  inappropriate  to  link  USDA  commodity,  conservation  or 
disaster  program  payments  to  the  success  or  failure  of 
management  programs  for  NFS  pollution  authorized  under  the 
CWA. 
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Current  CWA  language  contains  valuable  provisions  for  NPS 
management  embodied  in  Section  319.  Although  this  NPS  section  has 
been  historically  underfunded  and  has  been  hampered  by  bureaucratic 
roadblocks,  all  states  now  have  approved  Section  319  assessments  and 
approved  management  programs.  Within  the  CWA.  it  is  the  preferable 
vehicle  for  management  of  NPS  pollution,  and  changes  which  occur 
during  CWA  reauthorization  should  reinforce  these  existing  NPS 
provisions. 

•  The  proper  management  of  NPS  pollution  lies  in  state  and  local 
efforts.  As  such,  states  should  continue  to  Identify  and  resolve 
their  priority  NPS  water  problems  through  administration  of 
Section  319  funds.  With  state  oversight  and  approval,  local 
org£inIzatlons  should  continue  to  carry  out  these  NPS  programs. 
Agencies  at  the  federal  and  state  levels  should  harmonize 
objectives  and  coordinate  funding  for  national  and  regional  NPS 
management  programs. 

•  State  and  local  programs  should  provide  for  a  mix  of  research, 
development,  education  and  technical  and  financial  assistance  for 
both  planning  and  implementing  actions  aimed  at  achieving  state 
designated  uses. 

Management  efforts  funded  by  Section  319  of  the  CWA  should  be 
directed  to  priority  areas  based  on  scientific  assessments  that  Identify 
water  bodies  with  impaired  or  threatened  uses. 

•  Priority,  as  determined  by  states,  should  be  based  on  the 
magnitude  of  risk  to  human  health,  the  protection  of  designated 
uses,  and  likelihood  of  fiarther  significant  and  unreasonable  water 
quality  degradation  if  no  action  is  taken. 

•  Strategies  should  be  developed  on  a  hydrologic  unit,  watershed- 
wide  basis  using  an  approach  that  Indudes  the  consideration  of 
both  surface  and  ground  water  quality. 

•  Programs  should  focus  on  cost-eflfectlve.  site-specific  practices  for 
Individual  operations  with  flexibility  for  Implementation. 

•  In  order  for  Section  319  to  work  eflfectlvely  for  agriculture.  USDA 
must  play  a  lead  role  in  the  delivery  of  education  and  technical 
assistance  at  the  state  and  local  level. 
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6.  An  effecUve  and  cost- efficient  response  to  water  quality  problems 
requires  accurate  and  reliable  information  on  (a)  the  source,  extent,  and 
Impact  of  NPS  pollution,  as  well  as  (b)  the  effectiveness,  utility  and 
economic  feasibility  of  conservation  measures  and  best  management 
practices. 

•  Any  Clean  Water  Act  reauthorization  should  Include  a  strong 
financial  commitment  to  further  research,  monitoring  and 
£issessment  projects. 

•  Monitoring  should  Include  before  and  after  sampling  as  well  as 
frequent  sampling  during  storm  events  and  assessment  of  natural 
and  historic  loadings. 

•  Scientific  research  and  monitoring  projects  should  follow  protocols 
developed  by  the  U.S.  Geological  Service  and  should  be  conducted 
on  a  watershed  basis  with  local  and  state  Input. 

•  Representative  pilot  projects  aimed  at  achieving  market  based 
incentives  on  a  watershed  or  regional  level  should  be  encouraged. 

7.  The  Clean  Water  Act  Reauthorization  shoxild  not  directly  or  indirectly 
create  a  federal  water  quality  law  or  program  w^ch  supersedes, 
abrogates  or  impairs  state  water  allocation  systems  and  water  rights. 

8.  Section  319  management  programs  on  federal  lands  should  be  developed 
and  implemented  by  the  spedflc  agency  statutorily  charged  with 
management  of  the  lands  In  question,  rather  than  by  regulatory 
authorities  Independent  of  that  agency. 

9.  It  Is  Inappropriate  for  a  reauthorization  of  the  Clean  Water  Act  to  provide 
the  authority  for  citizens  suits  against  Individuals  participating  in  NPS 
management  programs. 
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statement  by 

Gary  D.    Myers 
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Mr.  Chairman,  The  Fertilizer  Institute  appreciates  the 
opportunity  to  submit  this  written  statement  regarding  the  National 
Clean  Water  Investment  Corporation  proposal.  TFI  is  a  voluntary, 
non-profit  association  representing  manufacturers,  distributors  and 
retail  dealers  of  fertilizer  products. 

We  believe  the  proposal  as  detailed  in  an  August,  1992  paper 
is  unfair  to  agriculture  in  two  ways.  First,  it  places  a  double 
tax  on  farmers,  and  it  takes  money  out  of  the  pocket  of  farmers  and 
uses  it  to  fund  water  and  sewer  projects  in  urban  areas. 

The  double  tax  is  imposed  by  forcing  farmers  first  to  pay  for 
the  use  of  important  input  products  like  fertilizers  and  crop 
protection  products.  While  the  August  proposal  claims  this  will 
have  environmental  benefits  by  reducing  the  use  of  these  products, 
that  is  a  false  hope.  USDA  data  shows  fertilizer  demand  to  be  very 
inelastic.  Even  punitive  tax  levels  do  not  significantly  reduce 
use  because  of  the  tremendous  economic  benefit  the  products 
provide.  So  a  tax  on  these  products  is  a  direct  raid  on  the 
farmers'  pocketbook. 

Farmers  are  forced  to  pay  a  second  time  because  the  proposed 
waste  tax  raises  the  production  cost  of  these  important  farm 
inputs.  So  farmers  are  being  asked  to  bear  an  unfair  portion  of  an 
unfair  tax. 

Mr.  Chairman,  this  proposal  only  shifts  money  from 
economically-depressed  rural  areas  into  the  urban  areas,  and  has  no 
environmental  benefit.  In  addition,  it  is  important  for  Congress 
to  consider  this  proposal  in  light  of  the  energy  taxes  already 
proposed  by  the  Administration.  Energy  taxes  also  represent  a 
double  hit  on  agriculture.  How  much  can  we  ask  the  farmer  to  bear? 

Last  year  the  Potash  and  Phosphate  Institute,  an  industry- 
funded  agronomic  research  association  with  scientists  across  North 
America,  wrote  an  analysis  of  the  Clean  Water  Investment 
Corporation  proposal.  I  aun  submitting  that  paper  and  other 
documentation  of  the  effect  of  this  proposal  on  farmers  for  the 
record.   Again,  thank  you  for  this  opportunity. 
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EXECUTIVE  SUMMARY 

COMMENTS:  A  PROPOSAL  FOR  A 

NATIONAL  CLEAN  WATER  INVESTMENT  CORPORATION 

Potash  &  Phosphate  Institute 

655  Engineering  Drive,  Suite  1 1 0 

Norcross,  GA  30092-2821 

This  proposal  outlines  methods  of  funding  for  a  National  Clean  Water 
Investment  Corporation  whose  purpose  would  be  to  finance  state  and  local  clean 
water  projects.  The  proposal  proposes  to  place  a  tax  on  industrial  discharges  on 
the  manufacture  of  active  ingredients  in  pesticides  and  fertilizers.  Expected 
revenue  from  pesticides  and  fertilizer  taxes  would  be  approximately  1  billion 
dollars  per  year. 

The  proposal  has  been  reviewed  by  the  Congressional  Research  Service.  That 
review  is  seriously  flawed  and  reflects  a  lack  of  familiarity  with  agricultural 
production  systems,  the  agricultural  supply  industry,  current  agricultural 
research  and  practices,  the  behavior  of  nutrients  in  soil  and  water,  and  the 
relationship  of  input  prices  to  agricultural  production  and  profitability. 

The  report  errors  in  classifying  pesticides  and  fertilizer  nutrients  (nitrogen  and 
phosphorus)  in  the  same  category  and  labeling  them  chemicals  that  constitute 
environmental  concern.  Essential  aspects  of  crop  protection  chemicals  and 
plant  nutrients  in  providing  food  and  fiber  needs  of  the  U.S.  and  other  countries 
are  not  effectively  recognized.  The  authors  are  either  under  the  impression  that 
all  plant  nutrient  nitrogen  (N)  and  phosphorus  (P)  is  provided  by  commercial 
fertilizers  or  that  the  forms  of  these  nutrients  supplied  by  commercial  fertilizers 
represent  a  threat  to  the  environment. 

Authors  of  the  report  admit  that  limitations  of  available  data  create  difficulty  in 
estimating  impacts  of  pesticide  and  fertilizer  tax  proposals  on  either  manufacture 
of  the  materials  or  their  use.  References  to  low  input  agriculture  and  the 
possibilities  for  reducing  nutrient  use  by  imposition  of  punitive  taxes  reveal  a 
lack  of  understanding  of  the  essentially  straight  line  relationship  of  nutrient 
requirements  and  crop  yields. 

Authors  are  either  ignorant  of  or  ignore  the  dominance  of  nutrient  sources  in  the 
environment  associated  with  soil  components  such  as  soil  organic  matter. 
Those  nutrients  and  nutrients  from  commercial  fertilizers  behave  in  similar 
fashion  in  terms  of  plant  nutrition  and  any  potential  impact  upon  environmental 
quality.  Singling  out  a  particular  portion  of  those  nutrients,  in  fact  the  portion 
which  is  already  best  managed  by  farmers,  for  punitive  taxation  is  unrealistic  and 
counter  productive. 


145 


Ultimately,  costs  proposed  by  taxes  in  the  plan  would  be  paid  by  the  American 
farmer.  Authors  incorrectly  guess  that  impacts  would  be  small  but  in  fact  N 
prices  would  rise  13  to  24  percent  and  P  prices  would  increase  approximately  12 
to  1 3  percent.  Those  values  translate  to  production  cost  increases  of  $5  to  $8/A 
for  com  and  $2  to  $4.50/A  for  wheat  aside  from  increased  production  costs 
incurred  through  higher  prices  of  pesticides.  Net  income  per  acre  would  be 
reduced  approximately  3.6  to  5.7  percent  for  com  because  of  the  increased  N 
and  P  prices  and  approximately  4  to  10  percent  for  dryland  wheat.  Reduced 
inputs  will  result  in  lower  crop  production  and  profitability  and  will  be  highly 
unpalatable  to  farmers. 

Punitive  taxation,  leading  to  reduction  of  farm  productivity  and  profitability  fly  in 
the  face  of  farmers'  already  having  implemented  best  management  practices 
(BMP's)  aimed  at  maximizing  nutrient  use  efficiency.  Conservation  tillage, 
precise  N  placement,  sidedress  and  starter  N  applications,  use  of  plant  analysis, 
nitrate  soil  testing,  use  of  nitrification  inhibitors,  variable  rate  fertilization,  nutrient 
balance,  P  placement,  and  erosion  control  represent  a  few  of  the  best 
management  practices  already  in  place. 

Inputs  necessary  for  required  yield  increases  must  not  be  limited  in  terms  of 
availability  or  cost  by  imposition  of  punitive  taxes  that  are  based  on  suppositions 
about  environmental  protection  rather  than  sound  scientific  principles. 
Agricultural  research  has  provided  the  scientific  principles  and  best  management 
practices  for  efficient  production  and  environmental  protection.  Extension 
education  and  the  educational  efforts  of  the  agricultural  supply  industries  have 
resulted  in  the  adoption  and  use  of  BMP's  with  positive  benefits  for  everyone. 
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Comments:  A  Proposal  for  a  National  Clean  Water  Investment  Corporation 

Potash  &  Phosphate  Institute 

655  Engineering  Drive,  Suite  110 

Norcross,  GA  30092-2821 

Phone:  404-447-0335 

This  proposal  outlines  methods  of  funding  for  a  National  Clean  Water 
Investment  Corporation  whose  purpose  would  be  to  finance  state  and  local  clean 
water  projects.  The  proposal  would  place  a  fee  (tax)  on  industrial  discharges 
and  on  the  manufacturer  of  active  ingredients  in  pesticides  and  fertilizers. 
Expected  revenue  from  pesticides  and  fertilizers  would  be  approximately  1 
billion  dollars  per  year. 

This  proposal  and  the  Congressional  Research  Service  review  are  seriously 
flawed  and  reflect  a  lack  of  familiarity  with  agricultural  production  systems,  the 
agricultural  supply  industry,  current  agricultural  research  and  practices,  the 
behavior  of  nutrients  in  soil  and  water,  and  the  relationship  of  input  prices  to 
agricultural  production  and  profitability.  This  review  will  address  those  points. 

Separation  of  Fertilizers  From  Pesticides  and  Other  Chemicals 

The  repot  I  repeats  the  error  of  classifying  pesticides  and  fertilizer  nutrients 
(nitrogen  and  phosphorus)  in  the  same  category  and  ^abeling  them  chemicals 
that  constitute  environmental  concern.  The  author(s)  fail  to  recognize  the 
essential  aspects  of  both  crop  protection  chemicals  and  plant  nutrients  in 
providing  food  and  fiber  needs  of  the  U.S.  and  other  countries.  The  United 
States  Department  of  Agriculture  (USDA)  has  estimated  that  increased  yields 
ranging  from  approximately  50  to  1 00  percent  of  current  levels  will  be  required  to 
meet  the  country's  needs  by  the  year  2030.  Crop  protection  chemicals 
(pesticides)  and  increasing  amounts  of  plant  nutrients  will  be  required  to  meet 
those  needs.  Apparently,  authors  of  this  report  are  either  under  the  impression 
that  all  plant  nutrients  nitrogen  (N)  and  phosphorus  (P)  are  provided  by 
commercial  fertilizers  or  that  the  forms  of  these  nutrients  supplied  by  commercial 
fertilizers  represent  a  threat  to  the  environment. 

The  authors  admit  that  because  of  limitations  of  available  data  (and 
understanding)  it  is  difficult  to  precisely  estimate  the  impacts  of  pesticide  and 
fertilizer  fee  (tax)  proposals  on  either  manufacture  of  the  materials  or  their  rate  of 
use.  By  citing  references  to  low  input  agriculture  and  the  possibilities  for 
reducing  nutrient  use  by  imposition  of  taxes  of  1 00  to  300  percent  of  product 
price,  the  authors  reveal  a  lack  of  understanding  of  the  essentially  straight  line 
relationship  of  nutrient  requirements  and  crop  yields. 
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These  assumptions  ignore  the  large  amounts  of  nutrients  in  the  environment 
associated  with  soil  components  such  as  organic  matter.  Those  nutrients  and 
nutrients  from  commercial  fertilizers  tjehave  in  similar  fashions  in  terms  of  plant 
nutrition... and  any  potential  impact  upon  environmental  quality  (Tisdale,  et  al., 
1985).  To  single  out  a  particular  portion  of  those  nutrients,  in  fact  the  portion 
v^ich  is  already  best  managed  by  farmers  for  punitive  taxation  is  unrealistic  and 
counter  productive. 

Discussion  of  the  roles  of  pesticides  and  plant  nutrients  in  the  environment  must 
be  separated  because  of  the  vast  difference  in  their  actions.  Further,  another 
important  plant  nutrient  sulphur  (S)  has  been  classed  with  pesticides.  Sulphur  is 
the  fourth  nutrient  required  by  plants  (in  terms  of  quantity  and  frequency)  and  is 
frequently  labeled  the  fourth  macronutrient.  Fertilizer  S  must  not  be  included  in 
this  category. 

Origin 

The  fertilizer  industry  was  established  in  response  to  a  need  for  nutrients 
beyond  those  readily  available  on  the  farm  (manure,  legume  N)  and  frequently 
championed  by  low  input  agriculture  enthusiasts.  The  pesticide  industry 
developed  in  response  to  a  need  to  control  the  pests  which  reduce  potential 
yield  and  quality  of  crops  produced  by  farmers.  These  industries  have  grown, 
changed,  and  adapted  in  a  continuing  effort  to  meet  the  need  of  farmers  and, 
ultimately,  consumers.  As  potential  threats  to  the  environment  through  use  of 
these  products  have  been  identified,  industry,  agricultural  supply  dealers,  and 
farmers  v^rho  use  the  products  have  changed  their  practices  to  reduce  the 
potential  for  problems.  Practices  and  inputs  determined  through  scientific  study 
to  be  unsafe  have  been  eliminated. 

Fee  CTax)  Effects  on  Growers 

Ultimately  the  costs  proposed  by  the  plan  would  be  paid  by  the  American  farmer. 
Although  the  authors  guess  that  impacts  would  be  small,  N  prices  would  in  fact 
be  raised  approximately  1 3  to  24  percent  and  P  prices  would  increase 
approximately  12  to  13  percent  That  would  translate  to  cost  increases  of  $5  to 
$8  per  acre  for  com  and  $2  to  $4.50  per  aae  for  wheat  aside  from  the  increased 
costs  that  would  be  incurred  through  higher  prices  for  pesticides.  Net  income 
per  acre  would  be  reduced  from  approximately  3.6  to  5.7  percent  for  com 
because  of  increased  N  and  P  prices  and  approximately  4  to  10  percent  for 
dryland  wheat.  Farmers  will  find  these  increased  costs  and  lowered  profitability 
highly  unpalatable.  Reduced  inputs  will  have  a  direct  effect  in  terms  of  reduced 
crop  production  and  profitability  will  be  affected  even  more  strongly  (USDA-ERS, 
1990;  PPI.  1992). 
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Nutrient  Balance 

Without  quoting  specific  values,  the  proposal  recognizes  that  U.S.  fertilizer 
nutrient  consumption  peaked  in  1981  and  since  that  time  has  undergone 
substantial  reduction.  (Table  1 )  Reductions  in  nutrient  use  reflect  several 
factors — reduced  acreage  of  various  crops  through  set-aside  programs, 
increased  nutrient  use  efficiency  related  to  higher  yields,  more  effective  methods 
of  application,  split  nutrient  application  rates,  and  various  other  best 
management  practices  (BMPs).  Further,  other  BMPs  of  earty  planting  dates, 
improved  hybrids,  better  v^eed  and  pest  control,  and  higher,  more  uniform  plant 
populations  have  contributed  to  improved  nutrient  use  efficiency. 

Definition  of  the  term  "conventional  agriculture"  at  this  point  is  essential. 
Today's  conventional  agriculture  is  composed  of  modem,  site  specific, 
progressive,  science-based  production  systems  in  vktiich  available  and 
applicable  technologies  and  inputs  are  used  effectively  and  efficiently. 
Conventional  agriculture  shov^^s  both  its  concern  for  the  environment  as  v/ell  as 
profitability. 

The  proposal  indicates,  'The  full  range  of  consequences  (of  higher  input  costs 
or  input  reduction)  are  beyond  the  scope  of  this  analysis  and  are  constrained  by 
the  types  of  data  limitations  previously  described."  Continuing,  "With  agriculture 
representing  the  largest  single  sector  user  of  pesticides  and  fertilizers,  impacts 
of  pesticides  and  fertilizer  fees  (taxes)  would  be  greater  in  agricultural 
production  states  than  elsewhere." 

The  proposal  points  out  that  com  and  v^tieat  are  major  fertilizer-using  crops.  It 
notes  that  com  production  is  centered  in  Illinois,  Iowa,  Indiana,  and  Nebraska 
vitiich  combined  in  1 990  to  consume  approximately  56  percent  of  N  and  P 
fertilizers  applied  to  that  crop.  Considering  crop  production  and  nutrient  use  in 
those  four  states,  nutrient  balance  (added  versus  removed  in  crops)  for  N,  P, 
and  potassium  (K)  computed  for  19  crops  revealed  some  interesting  trends. 
Two  of  the  four  states  have  slightly  positive  N  balances,  all  have  either  zero  or 
strongly  negative  P  balances,  and  net  K  balance  of  the  four  is  strongly  negative 
(Figure  1 ).  This  indicates  that  crop  production  in  those  states  and  in  fact  for  the 
entire  nation  as  a  whole  is  removing  more  P  and  K  than  is  applied  vk^ile 
producing  a  slight  positive  balance  for  N.  The  implications  of  these  data  are  that 
further  reductions  in  the  use  of  P  possibly  brought  on  by  a  clean  water  tax 
further  deplete  our  productive  capability  and  have  serious  negative 
environmental  impacts. 

The  wheat  producing  states  of  Kansas,  Oklahoma,  Texas,  North  Dakota,  South 
Dakota,  and  Minnesota  collectively  have  strongly  negative  nutrient  balances  for 
N,  P,  and  K  (Figures  2-3).  The  implications  of  this  negative  nutrient  balance  for 
those  states  are  identical  in  terms  of  productive  capacity. 
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Risk  Characterization 

The  proposal  report  suggests  that  N  and  P  can  enter  surface  and  groundwaters 
at  any  point  in  their  use  cycle... during  manufacture,  distribution,  storage,  and 
use  on  the  land.  The  proposal  points  out  the  potential  for  surface  and 
groundwater  contamination  from  accidental  spills,  leaks  at  manufacturing 
facilities,  distribution  sites,  and  commercial  applicator  facilities.  Unrecognized  in 
those  statements  is  the  effort  that  has  been  and  is  being  expended  by  the 
fertilizer  and  pesticide  industry  in  controlling  potential  environmental  impacts  of 
these  materials.   Evidence  of  the  attention  given  to  environmental  protection 
from  the  agricultural  supply  industry  was  documented  in  the  Proceedings  of  the 
National  Agricultural/Environmental  Conference  sponsored  by  the  Tennessee 
Valley  Authority  in  August.  1992  (TVA,  1992). 

The  fertilizer  industry,  with  guidance  and  direction  from  TVA,  has  taken  the  lead 
on  the  development  of  standards  for  fertilizer  dealers  to  follow  for  the 
containment  and  storage  of  fertilizers.  Pilot  programs  are  underway  across  the 
country  and  fertilizer  dealers,  at  their  expense,  are  making  the  necessary 
changes  in  their  facilities  to  meet  these  standards. 

The  report  alludes  to  a  larger  secondary  category  of  water  contamination  from 
application  of  pesticides  and  fertilizers  to  crops,  rangeland,  forests,  lawns,  and 
other  areas.  The  generalized  statement  relative  to  movement  of  these  materials 
within  the  environment  is  a  gross  over-generalization  and  reflects  lack  of 
understanding  of  soil  and  water  chemistry  and  erosion  control. 

Nitrooen  Use  and  Nitrate  in  Groundwater 

The  proposal  suggests  a  particular  vulnerability  of  surface  and  groundwaters  to 
pesticides  and  fertilizers.  The  authors  state  that  "nitrogen  and  nitrates"  tend  to 
be  water  soluble  and  readily  move  into  surface  water  and  groundwater. 
Fertilizer  N  sources  are  quickly  connected  to  nitrate  in  groundwater  and 
methhemoglobinemia  (blue  baby  syndrome)  v^nthout  apparent  recognition  of  the 
similar  fate  of  all  sources  of  nitrogen,  regardless  of  original  fomi  and  without 
documented  evidence  of  fertilizer  N  producing  cases  of  methemoglobinemia 
(Hoefl.  1990). 

The  authors  also  tie  P  and  N  from  fertilizers  to  eutrophication  of  surface  waters 
with  apparent  lack  of  recognition  of  identical  effects  of  all  sources  of  these 
nutrients. 

Risk  characterization  in  this  report  implies  that  increased  use  of  N  fertilizers  over 
the  past  40  years  has  or  will  possibly  result  in  increased  nitrate  in  groundwater 
in  the  future.  There  is  no  question  that  in  some  areas,  use  of  commercial 
fertilizer  N  as  well  as  other  N  sources  has  had  an  impact  on  nitrate  in 
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groundwater.   However,  this  is  not  a  new  problem  and  many  other  factors  affect 
nitrate  in  water  including  geologic  N  concentrations. 

Thirty  years  ago  in  the  early  1 960's,  nitrate  problems  in  plants  and  water 
supplies  were  considered  to  be  a  major  concern  and  attempts  at  that  time  were    . 
made  to  lay  these  problems  at  the  feet  of  N  fertilizer  use.  However,  research  in 
the  Midwest  at  that  time  indicated  little  evidence  that  N  fertilizers  were 
responsible  or  related  to  high  levels  of  nitrates  in  water  or  in  plants  under  normal 
conditions  (Smith,  et  al.,  1964;  1965).  Smith  and  co-workers  concluded  that 
nitrate  in  rural  water  supplies  appeared  to  come  mainly  from  waste  disposal 
systems  or  from  livestock  feeding  operations.  Well  contamination  with  nitrate 
was  also  strongly  correlated  to  shallow  well  depth  and  poor  casing. 

Thirty  years  later,  conclusions  remain  the  same.  Pennington  (1990)  pointed  out 
that  efforts  to  understand  and  evaluate  groundwater  nitrates  from  computer 
models  (Nielsen  and  Lee,  1987)  suffer  from  several  shortcomings  including  a 
lack  of  effort  to  utilize  information  related  to  crop  removal  of  N,  and  the 
assumption  that  if  crops  are  planted,  then  national  average  fertilizer  rates  are 
applicable  in  all  areas.   If  that  assumption  were  tnje,  then  Texas  would  be 
applying  2.1  million  tons  of  N  per  year  instead  of  the  current  0.8  million  tons 
(TVA.  1991b). 

An  even  more  recent  survey  of  nitrate  in  water  supplies  was  conducted  in  Ohio. 
Baker  (1992)  pointed  out  that  information  on  nitrate  contamination  in  local  areas 
can  support  the  development  of  locally  appropriate  responses  to  concerns 
regarding  agricultural  contamination  of  groundwater.  His  conclusions  included 
the  following: 

•  The  extent  of  nitrate  contamination  in  rural  wells  varies  greatly  from  region  to 
region. 

•  In  most  areas,  nitrate  contamination  is  uncommon. 

•  Minimal  nitrate  contamination  is  present  in  many  areas  of  intensive  row  crop 
agriculture,  while  areas  of  more  extensive  contamination  occur  both  in 
agricultural  and  non-agricultural  regions. 

•  Shallower  and  older  wells  are  more  likely  to  be  contaminated  than  deeper 
and  newer  wells;  springs,  driven  wells  and  dug  wells  are  more  likely  to  be 
contaminated  than  drilled  wells. 

•  Where  contamination  is  present,  nitrate-nitrogen  concentrations  also  exhibit 
considerable  month  to  month  variability,  especially  when  the  wells  are 
tapping  shallow  aquifers  and/or  suffer  from  faulty  construction. 
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•    The  question  of  appropriate  nitrogen  management  in  a  given  area  depends 
not  only  on  the  cun'ent  extent  of  nitrate-nitrogen  contamination  in  that  area 
but  also  upon  local  trends  in  contamination. 

Baker's  data  representing  34,000  rural  residence  from  276  counties  in  15  states 
indicate  that  nitrate-N  concentrations  in  excess  of  the  standards  set  by  EPA 
were  present  in  only  3.8  percent  of  the  wells  tested  (Figure  4). 

The  reports  implied  trend  of  more  fertilizer  N  causing  higher  incidence  of  nitrate 
in  groundwater,  was  not  found  to  be  the  case  in  studies  conducted  by  Texas 
A&M  University.  Texas  data  (Pennington,  1989;  1990)  show  that  nitrate-N 
concentrations  exceeding  the  EPA  10  ppm  standard  were  prevalent  in  water 
supplies  in  the  state  as  early  as  1896,  long  before  N  fertilizer  use  began.  In  fact, 
summaries  of  Texas  data  for  the  periods  1896-1950,  1951-1970,  1971-1990 
show  the  percentages  of  wells  testing  greater  than  10  ppm  nitrate-N  were  9.93 
percent,  8.35  percent,  and  7.65  percent  respectively  (Chamala,  1991). 
Pennington  correctly  emphasized  that  it  is  essential  to  have  water  nitrate-N 
concentration  data  for  periods  prior  to  the  introduction  of  N  fertilizers  to  be  able 
to  draw  meaningful  conclusions.  Pennington  concludes  that  Texas  water  data 
show  that  groundwater  nitrate  problems  are  related  to  natural  phenomena  or  are 
influenced  by  the  initiation  of  cultivation  or  both  (Eck  and  Jones,  1990;  Lamb,  et 
al.,  1990). 

Before  connections  of  agricultural  use  of  N  and  nitrate  accumulation  in 
groundwater  are  attempted,  authors  of  reports  such  as  this  should  be  familiar 
with  agricultural  research  findings.  Information  reported  by  Westerman  (1990) 
demonstrates  that  proper  N  management  in  crops  such  as  winter  wheat  is 
extremely  important  to  achieve  optimum  yields  and  minimizes  risks  of  nitrate-N 
accumulation  and  movement  to  groundwater,  lakes,  and  streams.  Nitrate 
accumulation  in  soils  from  long-term  soil  fertility  experiments  under  continuous 
winter  wheat  demonstrated  that  significant  nitrate-N  accumulations  in  soil  did  not 
occur  unless  the  N  fertilizer  recommendation  rate  grossly  exceeded  CURRENT 
N  RECOMMENDATIONS.  In  wheat  production  systems  with  an  average  rainfall 
of  28  to  32  inches  per  year  respectively,  the  N  rate  for  optimum  yield  coincided 
closely  with  the  most  environmentally  acceptable  N  rate.  Similar  data  exist  for 
cotton  (Westerman  and  Boman,  1989)  grain  sorghum  (Onken,  1990),  com 
(Hooker,  et  a!.,  1983;  Ludwick,  et  al.,  1976),  and  sugart^eets  (Cattanach,  et  a!., 
1990). 

Data  collected  over  the  past  20  years  in  North  Carolina  indicate  that  no  nItrate-N 
problems  exist  in  groundwater  below  cultivated  fields  which  have  been  fertilized 
in  a  manner  consistent  with  recommended  crop  production  practices.  This  does 
not  preclude  a  problem  where  higher  then  normal  rates  of  N  may  have  been 
applied  such  as  in  an  effort  to  dispose  of  animal  waste  or  other  organic  materials 
(Gilliam,  1991). 
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Accumulation  of  nitrate-N  in  the  soil  from  any  nitrogen  source  is  strongly  affected 
by  the  availability  of  other  nutrients,  including  P.  A  30-year  irrigated  com  and 
grain  sorghum  study  in  western  Kansas  continues  to  emphasize  the  importance 
of  P  for  irrigated  crop  production  and  N  use  efficiency.  This  study  has 
demonstrated  conclusively  that  P  use  is  essential  for  increased  yield,  increased 
crop  response  to  N,  and  diminished  nitrate-N  accumulation  in  the  soil  (Schlegel 
and  Dhuyvetter,  1 992).  Other  studies  have  reported  similar  results  (Whitney 
and  Lamond,  1989;  PPl,  1989;  PPl,  1990). 

Over  the  years,  data  from  the  Kansas  study  have  indicated  that  maximum  com 
yields  v^^ere  achieved  with  N  application  rates  of  about  160  lb/ A.  At  that  optimum 
N  rate,  application  of  P  has  continued  to  increase  its  effect  on  com  yields 
(Figure  5).  In  1991,  P  increased  yields  117  bu/A  for  a  top  yield  of  206  bu/A. 

This  study  provides  strong  evidence  of  how  agricultural  research  has  provided 
com  growers  with  useful  information  for  improving  economic  retum  from  the  crop 
and  maximizing  N  use  efficiency.  The  effects  of  proper  rates  of  N  application 
with  added  P  on  nitrate-N  accumulation  in  the  soil  over  a  30-year  period  are 
dramatic  (Figure  6).  Soil  sampled  to  a  depth  of  1 0  feet  showed  a  net 
accumulation  of  224  lb  nitrate-N/A  at  a  rate  of  160  lb  N/A  without  added  P. 
When  P  was  supplied,  the  accumulated  amount  of  nitrate-N  was  only  48  lb/A  for 
irrigiated  com.  Grain  sorghum  production  resulted  in  similar  soil  nitrate 
accumulations  but  with  even  more  dramatic  P  effects. 

These  same  studies  were  sampled  in  1 973  and  a  comparison  of  the  data  from 
that  date  versus  1990  sampling  provides  an  interesting  comparison  (Figure  7). 
Phosphorus  had  the  same  positive  effect  on  controlling  nitrate-N  accumulation. 
Soil  nitrate-N  levels  in  the  plots  receiving  160  lb  N/A  plus  40  lb  P2O5/A  actually 
declined  slightly  over  that  17-year  period.  Without  P,  soil  nitrate-N 
accumulations  rose  about  60  lb/A,  vi^ich  represents  only  about  a  4  lb/A 
accumulation  per  year. 

Commercial  N  use  efficiency  is  improving  (Wallingford,  1991)  as  farmers  adopt 
BMPs  developed  through  scientific  research  and  promoted  through  current 
educational  programs  (Figure  8).  Conservation  tillage,  precise  N  placement, 
sidedress  and  starter  N  applications,  use  of  N  tissue  testing,  nitrate  soil  testing 
vi^ere  appropriate,  use  of  nitrification  inhibitors,  better  genetic  material,  more 
optimal  planting  dates,  and  balanced  fertilizer  programs  represent  BMPs  which 
are  increasingly  utilized  by  farmers  for  more  efficient  production  and 
environmental  protection.  Each  BMP  contributes  to  greater  N  use  efficiency  and 
less  carryover  nitrate-N. 

A  major  decrease  in  principal  crop  acreages  and  a  rather  constant  amount  of  N 
used  per  acre  has  resulted  in  a  significant  decrease  in  commercial  nitrogen  use 
over  the  past  1 0  years  (Table  1 ).  The  fact  that  commercial  N  use  declined  is  in 
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sharp  contrast  to  unfounded  claims  of  rapid  increases,  over  use,  miss 
management,  and  is  related  to  improved  nitrogen  use  efficiency  (TVA.  1991a, 
1991b). 

A  recent  Iowa  study  indicates  that  farmer  applications  of  commercial  fertilizer  are 
not  the  primary  source  of  nitrate  in  the  Des  Moines  River  (Keeney,  1992).  In 
fact,  nitrate  levels  detected  in  the  Des  Moines  River  in  1945  were  similar  to 
today's  levels,  pointing  to  the  existence  of  nitrate  in  the  river  prior  to  wide-spread 
use  of  commercial  fertilizer.  Iowa  report  suggests  that  nitrate  produced  in  the 
soil  from  organic  matter  mineralization  is  a  major  source  of  nitrate  in  both 
groundwater  and  surface  water.  Commercial  N  use  has  not  materially  effected 
nitrate  levels. 

Nitrogen  Sources  and  Manaoement 

The  assumptions  of  this  report  in  regard  to  N  sources  in  the  environment  and  in 
water  are  alarmingly  simplistic  and  ignore  contribution  of  soil  organic  matter, 
legumes,  manure,  sewage  sludge,  as  well  as  other  organic  and  inorganic 
sources  to  nitrate  and  ammonium-N  in  soil  and  water.  Soil  organic  matter  is  an 
important  component  of  soil  fertility,  soil  structure,  cation  exchange  capacity  and 
water  holding  capacity  (Tisdale,  et  al..  1985).  Maintaining  organic  matter  in  the 
soil  is  essential  for  crop  production  and  consequently  organic  matter  will  always 
deliver  significant  amount  of  inorganic  N  to  the  soil  (and  water)  system  through 
mineralization  (Follett,  et  al.,  1987;  Havlin,  et  al.,  1990). 

Cabrera  and  Kissel  (1988a.  1988b).  Myers  (1988),  Vigil  (1989),  Vigil  and  Kissel 

(1990)  have  published  on  the  mineralization  of  N  from  organic  matter.  Kissel 

(1991)  pointed  out  that  nitrates  are  formed  in  soil  from  highly  decomposabie,  N- 
rich  organic  substances  such  as  soil  organic  matter,  manures,  and  decomposing 
crop  residues  of  legumes  and  immature  grasses  often  used  as  green  manures. 

In  many  crop  production  systems,  Kissel  (1991)  points  out  the  available  N 
supplied  from  these  sources  exceeds  the  amount  applied  as  N  fertilizer.  In 
dryland  crop  production  systems  in  the  central  Great  Plains,  the  majority  of  N 
available  to  dryland  wheat  and  dryland  grain  sorghum  would  typically  come  from 
decomposition  of  soil  organic  matter  and  crop  residue.  As  an  example,  a  40 
bu/A  dryland  wheat  crop  would  require  about  100  lb  of  N  from  all  sources,  over 
half  of  which  would  be  supplied  from  mineralization  of  the  organic  sources  of 
nitrate  remaining  in  the  soil  from  previous  crops.  Kissel  and  Cabrera  (1991)  cite 
data  indicating  N  mineralization  of  as  much  as  96  lb/A  for  a  104  day  period 
during  the  summer... data  from  areas  with  no  crop  residue  or  low  N  residue. 

Black  and  Bauer  working  at  the  USDA-ARS  Northern  Great  Plains  Research  Lab 
in  Mandan,  ND  have  extensively  studied  crop  N  requirements  (Bauer,  et  al.. 
1987a,  1987b,  1988)  and  sources  of  N  for  plants,  in  a  letter  communication 
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(Black  and  Bauer.  1991),  they  pointed  out  that  there  are  about  38  million  acres 
of  summer  fallow  in  the  Great  Plains  which  produce,  conservatively,  100  pounds 
of  nitrate-N  per  acre  from  soil  organic  matter  annually,  or  about  3.8  billion 
pounds  of  nitrate-N  (1.9  million  tons  of  N).  The  following  year,  an  additional, 
adjoining  38  million  acres  go  through  the  same  procedure.  They  also  note  that 
nitrate-N  produced  from  soil  organic  matter  during  fallow  is  more  likely  to  leach 
to  soil  depths  below  the  wheat  root  zone  during  the  14  or  21  month  fallow  period 
when  no  crops  are  grown  on  the  land  compared  to  fertilizer  N  which  is  applied 
shortly  before  seeding,  at  seeding  or  during  crop  growth  when  the  crop  is  using 
both  water  and  N. 

North  Dakota  data  indicate  that  large  amounts  of  nitrate-N  accumulated  in  the 
soil  from  the  effects  of  organic  matter  decomposition  native  grassland  was 
converted  to  cropland.  Dahnke  (1991)  has  reported  information  showing  nitrate- 
N  accumulations  over  600  lb/A  to  a  depth  of  10  feet  10  years  after  break-out  of 
prairie  into  cropland  (Table  2).  That  information  supports  the  report  of  Powlson 
(1988)  emphasize  the  importance  of  organic  sources  of  N  in  soil-nitrate 
accumulations.  No  fertilizer  N  was  applied  at  any  time  to  this  area. 

Agricultural  scientists,  well  aware  of  the  accumulation  of  nitrate  in  the  soil  and 
faced  with  the  need  to  improve  water  use  efficiency  in  cropping  systems,  have 
been  developing  systems  which  solve  both  problems  simultaneously  (Halvorson, 
1990;  Lamb,  et  a!.,  1990).  Black  and  Bauer  (1991)  point  out  that  a  spring  wheat- 
fallow  system  used  in  the  northern  Great  Plains,  receives  about  32  inches  of 
precipitation  in  a  2-year  period  but  precipitation  use-efficiency  (PUE)  of  the 
rotation  averages  only  about  40  percent  (Halvorson,  1990).  More  intensive 
annual  cropping  systems  such  as  spring  wheat-winter  wheat-sunflower  have 
increased  the  PUE  to  80  to  85  percent.  The  opportunity  for  precipitation  to  move 
below  the  root-zone  is  much  greater  in  the  crop-fallow  than  the  annual  cropping 
sequence  and  recovery  of  mineralized  and  fertilizer  N  is  improved. 

Recently,  Colorado  researchers  (Westfall,  et  al.,  1990;  Peterson,  et  al.,  1991) 
have  developed  successful  intensive  cropping  management  systems  for  the 
central  Great  Plains  which  have  the  same  effect  as  the  North  Dakota  studies. 
Using  systems  of  winter  wheat-no  till  com-millet-fallow  instead  of  wheat-fallow  - 
wheat,  water  use  efficiency  has  been  improved,  yields  increased,  production 
costs  per  unit  reduced,  soil  nitrate  concentrations  reduced,  erosion  control 
improved  and  profitability  enhanced.  But,  these  systems  require  greater  use  of 
commercial  N  fertilizers.  Greatly  increased  cost  of  N  due  to  fees  (taxes) 
imposed  by  this  proposal  would  jeopardize  adoption  of  these  highly  desirable 
cropping  systems. 

These  types  of  studies  indicate  what  must  be  recognized  in  proposed 
regulations.  Svstems  are  already  in  place  or  are  beino  developed  by  agricultural 
scientists  which  improve  N  use  efficiency  (Gelderman,  et  al.,  1990),  water  use 
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efficiency,  profitability  and  environmental  protection.  Incentives  based  on  sound 
science  and  economics  are  far  more  desirable  and  practical  than  nutrient  use 
reduction  resulting  from  fee  imposition. 

Long-term  studies  at  the  Rothamsted  Experiment  Station  in  England  (Powlson, 
1 988)  show  that  the  sources  of  most  leached  nitrate  are  organic  matter  and  crop 
residue. ..not  applied  commercial  fertilizer  N.  Wheat  straw,  com  stalks,  cover 
crop  residue,  and  other  materials  t>ecome  a  part  of  the  dynamic  N  cycle  process. 
Temperature,  rainfall,  cropping  sequences  and  many  other  factors  play  a  role  in 
the  N  cycle  processes. 

All  N  sources  must  be  taken  into  account  in  estimating  N  needs  by  crops  (Power 
and  Broadbent,  1989;  Schepers  et  al..  1988;  Schepers  and  Fox,  1989).  That 
process  is  not  a  simple  one.  Any  discussion  or  consideration  of  N  budgets  must 
take  into  account  the  work  of  leading  agricultural  scientists  from  USOA  and  Land 
Grant  Universities. 

The  proposal  totally  ignores  legumes,  a  major  N  source  in  crop  production  and 
the  environment.  Weber  (1975),  a  USDA-ARS  scientist,  estimated  the  amount 
of  N-fixation  by  legumes  to  be  1 1 .9  million  tons  annually  in  the  United  States. 
That  figure  alone  surpasses  by  almost  1  million  tons,  the  amount  of  commercial 
N  applied  to  crops. 

All  N  sources  v/hen  applied  to  the  soil,  are  gradually  transformed  by  soil 
organisms  to  inorganic  ammonium  and  nitrate  ions.  Plant  roots  utilize  both  of 
these  N  forms.  Crops  utilize  available  soil  N  independently  of  the  original 
source.  All  N  sources  can  maintain  crop  yields  and  quality,  provided  other 
recommended  BMPs  are  followed. 

Nitrate  is  the  N  form  found  in  groundwater  because  ammonium  is  held  by  soil 
particles  and  is  not  subject  to  downward  movement  (leaching).  Nitrate-N 
remains  free  in  the  soil  and  can  be  leached  with  water  lowering  utilization  by 
crops  or  soil  micro  organisms.  Nitrate  is  present  in  soil  regardless  of  the  form  of 
N  applied.. .or  if  none  is  applied,  because  the  soil  is  a  dynamic  biological  system 
which  produces  nitrate  from  mineralization  of  soil  organic  matter. 

Management  of  N  from  legumes  may  be  even  more  difficult  than  managing  N 
from  commercial  sources.  Russelle  and  Hargrove  (1989)  and  Randall  (1985) 
have  pointed  out  that  nitrate  leaching  hazards  from  organic  N  sources  such  as 
manure  and  legumes  can  be  significant.  Successful  use  of  these  N  sources  to 
supply  adequate  N  to  a  growing  crop  v^ile  minimizing  losses  requires  equally 
careful  management  as  with  inorganic  N  sources.  Simply  replacing  commercial 
fertilizer  N  with  these  sources  will  not  ensure  a  reduction  in  nitrate  leaching. 
Hargrove,  et  al.  (1984)  cited  data  indicating  a  greater  leaching  potential  from  a 
system  involving  a  legume  cover  crop  than  from  systems  involving  fertilizer  N 
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and  a  rye  cover  crop.  Based  on  analyses  of  other  studies,  Russelle  and 
Hargrove  point  out  that  a  number  of  factors  complicate  N  management 
comparing  legumes  to  commercial  fertilizer  N  including  temperature,  soil 
moisture  supplies  and  the  effects  on  rate  of  tissue  decomposition. 

Commercial  N  supplies  a  majority  (64  percent)  of  the  approximately  17  million 
tons  of  total  N  applied  for  crop  production  in  the  U.S.  (Figure  9).   Prior  to  1940, 
however,  N  needs  for  crop  production  were  supplied  mostly  by  legumes,  crop 
residues,  and  animal  manures.  As  U.S.  demand  for  food,  feed,  and  fiber 
increase,  more  and  more  fertilizer  N  was  required  to  meet  the  increased 
demand.  This  expansion  of  commercial  fertilizer  N  use  peaked  in  the  1980's. 

Some  proponents  of  low  input  agriculture  have  suggested  that  replacement  of 
significant  amounts  of  commercial  fertilizer  with  animal  manure  or  forage 
legumes  would  result  in  less  potential  for  nitrate  accumulation  in  ground  or 
surface  water.  But  in  fact,  there  is  little  scientific  basis  to  recommend  that 
farmers  switch  from  one  N  source  to  another  for  environmental  reason.  It  might 
be  surprising  to  note  that  organic  sources  (manures  and  legumes)  often  tend  to 
produce  higher  soil  nitrate  levels  then  commercial  sources  (Ellis,  1988;  Randall, 
1989).  The  use  of  organic  N  source  for  crop  production  requires  equal  or 
greater  management  intensity  then  does  commercial  N  to  obtain  efficient 
utilization.  Decomposition  of  organic  matter  and  release  (mineralization)  of 
organic  N  takes  place  v.t-.enever  soil  conditions  are  favorable.  That  may  be 
about  the  same  time  as  crop  uptake  occurs  but  it  may  occur  both  far  In  advance 
of  and  far  after  plant  use  has  ceased  for  that  year.  Application  timing  and 
placement  of  fertilizer  N  have  improved  in  recent  years,  giving  the  farmer  better 
control  of  that  N  source.  With  the  use  of  sidedressing  and  N  extenders 
(nitrification  inhibitors),  N  fertilizer  use  has  been  further  improved  (PPI,  1990; 
Follett,  et  al.,  1987.  These  measures  are  largely  inapplicable  to  other  N  sources 
emphasizing  their  substantially  greater  environmental  impact. 

Penalizing  the  use  of  controllable  commercial  N  by  the  imposition  of  fees  (taxes) 
would  have  other  significant,  negative  environmental  impacts.  Replacement  of 
significant  amounts  of  commercial  fertilizer  with  animal  manures  or  forage 
legumes  would  require  major  shifts  in  farm  enterprises  in  crop  producing  areas 
Table  3).  There  are  no  environmental  benefits  for  encouraging  such 
diversification.  Iowa  farmers  would  have  to  Increase  animal  numbers  from  2  to  9 
times  (depending  upon  animal  type)  to  replace  one  tenth  of  the  commercial  N 
now  used  (PPI,  1989).  Pennsylvania,  on  the  other  hand,  has  a  farm  economy 
already  dominated  by  livestock  enterprises  (Van  Dyne  and  Gllbertson,  1978; 
PPI,  1989,  Russelle  and  Hargrove,  1989).  Most  farmers  adjust  N  fertilization 
practices  to  account  for  on-farm  N  availability  based  on  recommendations  from 
governmental  or  commercial  laboratories  (Keeney,  1985;  PPI,  1990). 
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A  survey  of  wells  in  Iowa  and  Pennsylvania  sh( 
percentage  of  wells  with  nitrate-N  levels  above 
ppm  nitrate-N  even  though  commercial  N  use  i 
(Soileau,  1988).  Pennsylvania  farmers  use  ab 
commercial  N  per  acre  as  Iowa  farmers,  adjust 
downward  to  account  for  the  greater  N  availab 
legumes  in  their  livestock  systems. 

Assessment  of  manure  nutrient  content  in  Nod 
important  nutrient  source  can  represent  subste 
requirements  in  certain  areas  of  that  state  (Zul 
approximately  20.7  million  tons  of  animal  mam 
Carolina.  Because  many  animals  are  not  conf 
manure  can  be  collected  for  use.  In  1989,  ma; 
158,000  tons  of  N,  108,000  tons  of  P2O5,  and 
are  that  20  percent  of  the  N,  40  percent  of  the 
are  available  for  plant  use  because  of  loss,  mi 
problems.  Still,  Zublena  and  Barker  point  out  ■ 
supply  15  percent  of  needed  N,  55  percent  of 
requirements  for  agronomic  crops  and  pasture 
into  recommendations  for  nutrient  use  reflect  t 
of  nutrients  through  the  environment  from  sout 
fertilizers,  and  (2)  recommendations  for  agricu 
account  all  sources  of  nutrient  availability. 

These  important  facts  emphasize  the  point  the 
effect  on  needs  for  proper  management  and  ei 
(taxes)  on  commercial  N  use  would  do  little  ex 
lower  productivity  and  profitability,  and  increas 
management. 

Phosphorus  Sources  and  Management 

The  authors  of  the  proposal  and  report  errone 
N  and  P  in  the  soil  and  water  without  apparent 
differences  in  reactions  these  materials  underc 
states,  "When  pesticides  and  fertilizers  are  ap; 
transported  above,  across,  and  through  the  grc 
infiltration.  Chemicals  dissolved  in  runoff  wate 
water  or  may  enter  groundwater  through  direct 
holes  or  abandoned  wells."  The  report  continL 
are  potentially  vulnerable  to  contamination  by 
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These  statement  indicate  a  lack  of  understanding  of  the  behavior  of  P  in  the  eco- 
system or  represent  a  gross  simplification.  Phosphoms  is  an  essential  nutrient 
for  all  fomns  of  life.  However,  P  has  also  t>een  associated  with  environmental 
problems,  primarily  through  the  eutrophication  of  lakes,  bays,  and  non-flowing 
water  bodies.  There  are  many  sources  of  P  which  move  into  surface  water 
bodies.  Sewage,  industrial  wastes,  detergents,  drainage  water,  soil  erosion, 
animal  wastes,  plant  residues  of  all  types,  fertilizer,  and  a  great  many  other 
sources  contribute  to  P  in  water.  Eutrophication  is  a  natural  process  which  has 
been  going  on  as  long  as  there  has  been  plant  and  animal  life.  Alt  of  the  coal, 
oil,  peat,  and  muck  bogs  in  the  world  were  created  by  the  eutrophication 
process.  For  instance,  the  state  of  Minnesota  alone  has  over  7.5  million  acres  of 
peat  bogs  containing  6.8  billion  tons  of  peat  with  a  P  content  of  approximately 
5.5  million  tons.  That  P  originated  from  natural  processes  of  soil  erosion  and 
decomposition  of  plants  and  animals  (Sharpley,  1985;  Wadleigh,  1968). 

Phosphorus  losses  from  agriculture  in  general  represent  a  problem  that  is 
already  being  addressed.  Some  P  can  enter  surface  water  by  runoff  from  areas 
of  high  animal  concentration.  However,  soil  erosion  is  the  main  avenue  of 
movement  of  P  into  surface  water  bodies.  Leaching  of  P  through  soils  into 
groundwater  is  essentially  nil  because  of  the  strong  bonding  reactions  of  P  with 
other  soil  compounds  and  soil  particles.  Phosphorus  has  a  low  solubility  in 
water  but  natural  weathering  of  soils  and  rocks  does  contribute  some  P  to 
surface  waters  (Chesters  and  Schierow,  1985). 

Since  soil  erosion  is  the  major  pathway  for  P  loss,  when  erosion  is  minimized,  so 
are  the  losses  of  P  to  the  environment.  Any  soil  conservation  technique 
effective  in  reducing  soil  erosion  will  also  reduce  P  losses.  Terraces,  contour 
ridges,  grass  waterways,  and  buffer  strips  are  examples  of  structural  techniques 
for  erosion  control.  Conservation  tillage  systems  such  as  no-till,  minimum  till, 
and  ridge  tillage  are  also  effective  in  cutting  erosion  and  P  losses  and  are  the 
most  practical  and  economical  method  for  most  farmers  to  implement 

Some  research  has  shown  that  the  concentration  of  P  can  be  higher  in  runoff 
from  fields  with  conservation  tillage  compared  to  more  intense  tillage  because  of 
the  P  released  from  decaying  plant  residue  on  the  soil  surface  and  other  factors. 
The  total  soil  loss  of  P  is  much  lower,  however,  because  conservational  tillage  is 
so  effective  at  reducing  the  amount  of  water  leaving  farmland. 

Concerns  over  the  loss  of  valuable  topsoil  and  the  potential  contamination  of 
surface  water  supplies  from  soil  erosion  along  with  the  need  to  more  efficiently 
utilize  water  resources,  have  prompted  farmers  to  adopt  conservation  tillage 
systems.  That  adoption  has  been  furthered  by  the  compliance  aspects  of  the 
1990  Farm  Bill.  Reduced  tillage  and  no-till  systems  have  t}een  in  place  in  many 
farms  for  over  20  years  in  an  effort  to  control  erosion.  University  researchers 
and  Extension  specialists,  in  cooperation  with  the  chemical  and  farm  machinery 
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industries,  have  worked  closely  with  farmers  to  develop  and  refine  management 
systems  to  make  reduced  tillage  work.  These  practices  have  become  the 
conventional  systems  in  many  erosion-prone  areas  and  represent  a  highly 
significant  control  mechanism  already  in  place  which  has  dramatically  reduced 
erosion  and  P  losses  from  all  sources  to  surface  water  supplies  (Reetz,  1990). 

Although  not  as  important  at  soil  conservation,  fertilizer  management  is  used  as 
a  tool  for  reducing  P  losses.  The  first  step  in  phosphorus  management  is  to 
determine  the  relative  P  status  of  the  soil  by  soil  analysis.  If  the  soil  has 
inadequate  levels  of  P  for  optimal  plant  growth,  then  corrective  applications  must 
be  made  to  raise  the  soil  test  P  level  to  the  sufficient  range.  If  P  soil  test  levels 
are  in  the  high  range  or  above,  then  application  rates  should  equal  crop  removal 
(Murphy,  1985).  However,  voluminous  data  indicate  that  soil  test  alone  is  not 
the  only  indicator  of  the  need  for  supplemental  P  (Fixen  and  Sorenson,  1984; 
Fixen,  et  al.  1985;  Giordano  and  Mortvedt,  1978;  Jones  and  Fox,  1978;  Munson 
and  Murphy,  1986).  Placing  fertilizer  phosphorus  near  the  seeds  of  crops 
(starter)  has  been  repeatedly  demonstrated  produced  increased  yields  and 
profitability  even  at  high  P  soil  tests  under  conditions  of  early  planting,  cold,  wet 
soils,  high  amounts  of  residues,  and  varies  with  specific  crop  requirements 
(Wallingford,  1986;  Ghodrati.  1983;  Schulte,  1982;  Touchton,  etal.  1987). 

Using  the  best  fertilizer  placement  technique  is  especially  important  in 
conservation  tillage  systems  for  reduction  of  P  losses.  Sut>-surface  band 
applications  of  P  fertilizer  help  reduce  the  amount  of  P  lost  in  surface  njnoff 
(Andraski.  1985;  Murphy,  1985;  Langdale,  et  al.,  1985).  Since  there  are  fewer 
opportunities  to  incorporate  surface  applied  fertilizer  P  in  conservation  tillage 
systems,  banding  the  P  beneath  the  soil  surface  has  been  shown  to  increase 
efficiency  of  P  use  compared  to  broadcasting  on  the  soil  surface.  Subsurface 
placement  also  serves  to  limit  fertilizer  exposure  to  any  surface  water  leaving  the 
field  (Barber,  1983;  Rehm  and  Sander,  1981;  Fixen  and  Leikam,  1988;  Fixen 
and  Sorenson,  1984;  Murphy  and  Dibb,  1986;  Kovar  and  Bart^er,  1987;  Leikam, 
etal.  1983). 

Some  of  the  most  serious  environmental  impacts  of  agriculture  have  been 
caused  by  improper  storage  and  disposal  of  animal  manures.  Manure  and 
sewage  sludge  contain  relatively  high  concentrations  of  soluble  P.  If  manure 
and  sludge  remain  on  the  soil  surface  exposed  to  rainfall,  the  potential  for  the 
loss  of  P  in  organic  compounds  to  surface  water  is  high.  Incorporation  into  the 
soil  as  soon  after  application  as  possible  limits  P  losses  (Logan,  1992;  Virginia 
DSWC.  1990). 

In  the  final  analysis,  it  is  clear  that  P  in  the  environment  results  from 
contributions  from  many  sources.  Punitive  fees  (taxes)  on  the  use  of  commercial 
fertilizer  P  vAW  not  serve  to  control  P  losses  to  surface  vrater  bodies.  Those  fees 
will  have  negative  effects  on  P  use  with  resulting  decline  in  productivity,  slower 
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plant  growth  and  more  soil  exposure  to  rainfall,  increased  erosion,  and 
subsequently  degraded  water  quality  from  both  sediment  and  nutrients  which  are 
adsorbed  on  soil  particles.  This  proposal  ignores  contributions  to  the 
environment  from  sewage  sludge,  animal  manures,  and  all  other  P  sources  in 
society  and  is  neither  equitable  or  practical. 

Fertilizer  Manaoement  Advances 

Increased  use  of  soil  testing  is  a  BMP  that  has  helped  reduce  production  cost 
per  unit  and  make  more  efficient  use  of  applied  nutrients.  While  not  a  perfect 
system,  soil  testing  is  a  scientific  input  into  the  process  of  determining  fertilizer 
application  needs.  Plant  analysis  provides  another  tool  for  determining  nutrient 
use  effeciency  and  for  diagnosing  aop  needs  for  future  nutrient  applications. 
Both  are  widely  used  in  conventional  agriculture  and  have  been  for  many  years 
(Reetz.  1990). 

Farmers  are  using  more  detailed  soil  sampling  grids  to  gain  a  better 
understanding  of  the  variation  of  fertility  levels  within  their  fields  and  to  adjust 
application  of  fertilizers  according  to  site  needs.  Researchers  have  found  major 
benefits  from  managing  fertilizer  application  for  specific  areas  within  fields 
(Buchholz  and  Wollenhaupt,  1990;  Leikam,  1990;  Schmitt  and  Fairchild.  1991; 
Jacobsen,  et  al.,  1 988).  Benefits  of  fertilizer  management  for  specific  areas 
within  the  field  include  improved  production,  increased  profit  and  fertilizer  use 
efficiency  as  well  as  environmental  protection.  Systems  for  managing  fertilizer 
applications  within  a  field  can  be  termed  prescription  farming,  farming  by  soil 
type,  farming  by  the  grid,  and  other  terms. 

In  this  process,  areas  of  similar  soil  test  levels  are  grouped  together  to  allow  the 
opportunity  to  use  different  fertilization  rates  within  the  same  field.  Recent 
developments  in  fertilizer  application  technology  allow  farmers  to  manage  just 
about  any  size  tract  of  land  they  wish.  The  number  of  management  units  within 
a  field  is  limited  by  the  intensity  and  cost  of  soil  sampling,  the  management  of 
additional  soil  test  data,  and  the  capabilities  of  variable  rate  application 
equipment.  Today,  by  using  computerized  soil  maps,  an  on-board  navigation 
sysem  and  an  on-board  microprocessor  in  the  cab  the  application  equipment, 
varying  rates/ratios  of  the  fertilizer  materials  and  agricultural  chemicals  can  be 
applied  to  different  portions  of  individual  fields. 

As  the  equipment  moves  across  the  field,  the  microprocessor  "reads'*  the  map  to 
determine  v^^nich  soil  area  the  applicator  is  in  using  the  on-board  navigation 
system  then  dispenses  and  blends  the  requested  amount  of  individual  products. 
Buchholz  and  Wollenhaupt  (1990)  reported  the  effects  of  site-specific 
management  on  an  irrigated  80  aae  com  field  in  southeastern  Missouri. 
Although  the  county  soil  survey  showed  the  field  as  one  soil  type,  the  farmer  had 
experienced  non-uniform  crop  yields.  Grid  sampling  indicated  a  pattern  of 
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widely  differing  nutrient  levels.  Fertilizer  applications  based  on  grid  sampling 
produced  substantial  differences  in  P  application.  The  presciption 
recommendations  increased  overall  fertilizer  costs  but  yields  were  increased  36 
to  46  bu/A  representing  an  increased  income  of  $7,000  from  the  80  acre  field. 

This  example  demonstrates  the  progress  that  has  been  made  through 
agricultural  research  in  improving  nutrient  use  efficiency,  improving  farmer 
profitability,  and  applying  nutrients  specifically  where  needed.  The  implications 
for  environmental  protection  are  obvious  and  provides  evidence  of  the  fact  that 
economic  and  environmental  goals  are  being  met  simultaneously  without  the 
imposition  of  further  regulations  or  fees. 

Yield  Goals  and  Future  Food  Production 

The  need  to  establish  realistic  yield  goals  and  to  adjust  nutrient  availability  and 
application  to  these  production  levels  is  a  best  management  practice  already 
advocated  by  the  agriculture  supply  industry,  private  consultants,  and  Extension 
personnel  (Goos  and  Prunty,  1990).  Yield  goals  provide  a  target  for  increased 
production  with  the  effects  of  lowered  production  costs  per  unit,  improved  overall 
farm  profitability,  and  provide  an  incentive  for  improved  management  of  all  types 
including  nutrient  use  efficiency. 

Nutrient  management  plans  and  policies  therefore  shouVJ  tc':3  into  account  the 
fact  that  over  the  long-term,  more... not  less... plant  nutrients  must  be  available  to 
meet  the  demands  of  a  growing  population  and  a  shrinking  agricultural  land 
base  through  higher  yields.  Every  pound  of  food,  feed  and  fiber  produced  in  the 
U.S.  and  other  countries  requires  a  near  constant  amount  of  plant  nutrients. 
Since  crop  production  increases  are  the  most  likely  scenario  as  world  economies 
grow,  populations  increase  and  diets  improve,  then  total  nutrient  needs  from  all 
sources  will  gradually  increase  to  meet  this  demand. 

Summary 

Inputs  necessary  for  required  yield  increases  must  be  limited  in  terms  of 
availability  or  cost  by  imposition  of  punitive  taxes  that  are  based  on  suppositions 
about  environmental  protection  rather  than  sound  scientific  principles. 
Agricultural  research  has  provided  the  scientific  principles  and  best  management 
practices  for  efficient  production  and  environmental  protection.  Extension 
education  and  the  educational  efforts  of  the  agricultural  supply  industries  have 
resulted  in  the  adoption  and  use  of  these  BMPs  with  positive  benefits  for 
everyone. 
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Table  1.  Commercial  nitrogen  use  in  the  U.S. 


Years  Commercial  Nitrogen  Used  Annually 

three-year  average 


1 980-1 982  1 1 .4  million  tons 

1 987-1 991  1 0.9  million  tons 


Dahnke.  1991. 

Table  2.  Soil  nitrate  contents  10  years  after  break-out  of  North 
Dakota  prairie 


Depth  in  Feet  Nitrate-N 


Ib/A/depth 

0-1  15 

1-2  15 

2-4  61 

4-6  173 

6-8  215 

8-10  153 

Total  632 


Dahnke.  1991. 
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Table  3.   Potential  for  replacing  commercial  nitrogen 
fertilizer  with  manure. 


Region     Total  Recoverable     Fertilizer  Percent 
N  from  Animal  Manure  N  Used      Manure  N:Fert.  N 


(000) tons  (000) tons  % 

United  States      1,900  10,350  18 

Iowa                         66                    852  8 

Pennsylvania           45                     57  79 


Note:  The  recoverable  nitrogen  from  animal  manure  is 
based  on  the  methodology  described  by  Van  Dyne  and 
Gibertson  and  adjusted  for  1 987  aninnal  numbers  in  the  U.S. 


PPl,  1992a. 


26 


172 


8 


^  ^ 


LU 
OH 

O 


O 

u 


S( 


(B 
O 


(0 

c 
o 

T3 

C 


1 

^ 

— ! — iy 

j 

i 
—A—- 

! 
i 

1 

i       i 
i       ' 

v= 

1       i 

\     N    \    A     \— i 

■a 

D 

0 

CO 

Jx: 

* 

» 

? 

2 

• 

J3 
0 

fl 

Z 

•a 

> 

6 

§i°ll 


suoioooi 


c 


§  §  §  i  §  s 


wot  0001 


a. 

0. 


suojoooi 


wmz^. 


tuoioooi 


V/77//7777/777. 


\    \     \     \     \     'I     \. 
§    §    §    I    §    °    I 


? 


iJ 


27 


173 


r< 


PL, 

o 

P6 
U 

o 

OS 
0\ 


a 

E 
o 

O 


« 

(0 
(0 

c 

^2 


i(^ 

P!?^;^:;^^ 


s 

n 


=?=3?: 


^1    'i    'i    \   N    \   \   '< 
I S  8  S° III 

tuoioOOl 


§§l§§8°||| 


cuoioooi 


0) 

CO 

X 


A 
^ 


a. 

CL 


§li§§§i8°||| 


tuoiooot 


28 


174 


r^ 


;3 


U 


o 

PS 

u 


OS 

o 


3 

o 

CO 


o 

a 
Q 

r 
o 


§  §   M  °  III 


SUOlOOOl 


0. 
0. 


o 

(0 

c 
c 


§§§8§*  III 

wetoooi 


«     [71 


li§lll?°| 

ctmoooi 


29 


175 


11.9% 


NO3-N  Ranges 
<  0.3  ppm 


XI  0.3  to  <  3.0  ppm 
p\]  3.0  to  <  10.0  ppm 


>10  ppm 


Figure  4.  Distribution  of  NO3-N  concentrations 
in  33,753  private  water  supplies, 

Baker.  1992 
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Grain 
Corn  Sorghum 


61-65   66-70  71-75   76-80   81-85    86-91 

Years 

Figures.  Irrigated  corn  and  grain  sorghum 
yield  increases  from  fertilizer  P  have 
increased  with  time. 

Schlegel  and  Dhuyvetter,  1992. 
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Figures.  Nitrogen  rate  and  P  application 
effects  on  nitrate-N  accumulation  in 
the  soil  (corn,  Kansas  research). 

Schlegel  and  Dhuyvetter,  1992. 
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Figure  7.  Soil  nitrate  accumulation  to  a  depth 
of  10  feet  has  been  dramatically  con- 
trolled by  the  use  of  P  fertilizer. 

Schlegel  and  Dhuyvetter,  1992. 
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090 


EHiciency  of  N  Applied  for  Corn  (U.S.) 


5-year  running  average 


0.75 '  I    I    I    I    I — I    I    1    I    I    I    I — I    I    I    I    I — I    I    I — r 
1970  1975  1980  1985  1990 


Figure  8.  Bushels  of  com  produced  per  pound  of  N 
applied  continues  to  increase...indicating 
improved  efficiency.  Yield  was  reduced  In 
1983  due  to  widespread  drought. 


Wallingford,  1991. 
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^  Commercial  N 

^  Legumes  &  Crop  Residues 

n  Animal  Manures 

■  other 


12 


Percentages  of  total  N  applied  to  U.S.  cropland 

by  source  (1989). 
Figure  9.     Note:  Legumes  convert  atmospheric  N  to  a  crop-usable  form 
through  biological  fixation.  The  "other"  category  includes  pre- 
cipitation, sewage  and  organic  wastes.  All  values  in  this  chart  are 
estimated. 

PPI,  1992a. 
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I  am  pleased  to  submit  the  following  statement  as  part  of  the  hearing  record  of  your 
Subconrunittee  on  the  proposal  to  create  a  national  program  to  promote  the  export  of  U.S.  environnnental 
products  and  services.   I  believe  that  it  is  necessary  and  desirable  that  the  private  envirotech  industry, 
federal  and  state  governments,  public  and  private  institutions  of  higher  education,  and  research 
institutes  cooperate  to  develop  markets  abroad  for  U.S.  environmental  technologies,  goods,  and 
services.  Such  a  cooperative,  public-private  program  can  achieve  two  linked  goals  —  (1)  substantial 
growth  for  the  U.S.  economy  by  increasing  envirotech  exports  and  (2)  improvement  in  the  global 
capacity  to  manage  the  world's  resources  for  sustairuble  development.  I  believe  that  these  dual  goals 
of  the  Qinton-Gore  Administration  will  be  well-served  by  adopting  the  proposals  outlined  in 
Chairman  Studds'  letter  of  invitation.   As  President  of  the  Uiuversity  of  Massachusetts,  I  believe 
strongly  that  public  institutions  of  higher  education  should  play  a  critical  role  in  strengthening  local, 
state,  regioiul,  and  national  economies.  These  institutions  possess  enormous  human,  cultural  and 
technological  resources  that  should  be  fully  deployed  in  the  public  interest,  including  econonuc 
development.   To  fulfill  this  role,  it  is  imperative  that  institutions  such  as  the  Uiuversity  of 
Massachusetts  cooperate  effectively  with  private  industry  and  government  agencies.  I  believe  that  the 
legislation  proposed  for  consideration  by  Chairman  Studds  and  the  Subconuruttee  would,  if  adopted, 
create  the  kind  of  public-private  mechanism  we  require  to  make  more  effective  use  of  our  substantial 
and  diverse  resources  to  achieve  environmentally  responsible  economic  development 
Growing  global  demand  for  environmental  products  and  services 

Estimates  of  current  and  futiire  global  demand  for  environmental  products  and  services  indicate 
that  there  are  substantial  opportunities  for  export  growth.  According  to  the  US.  Congressional  Office 
of  Technology  Assessment,  the  global  nwu-ket  for  enviroiunental  products  a*>d  services  stands  at 
approxinutely  $200  billion.  The  Organization  for  Econonuc  Cooperation  and  Development  has 
projected  that  this  market  will  grow  to  $300  billion  by  the  year  2000.  The  estimates  of  the  U.S. 
Environmental  Business  Journal  (EBJ)  range  even  higher  -  a  cxurent  global  market  of  $270  bilUon, 
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increasing  to  $408  billion  by  1996.  According  to  the  EBJ,  the  U.S.  share  of  the  world  market  is  about 
44%.   The  EBJ  projects  that  the  U.S.  share  of  the  future  global  market  will  likely  decline  to  40%,  while 
western  Europe's  share  will  increase  from  30  to  32%.  EBJ  attributes  this  decline  in  part  to  the  slower 
rates  of  growth  of  nrature  industries,  such  as  the  US.  envirotech  industry.  However,  to  prevent  an  even 
greater  loss  of  global  market  share,  and  perhaps  to  reverse  this  h-end,  I  believe  that  the  U.S.  must 
adopt  an  effective  export  market  strategy  involving  the  participation  of  industry,  government,  and 
public  and  private  institutions. 
How  insrihirions  of  higher  education  can  assist  the  envirotech  industry 

Clearly  universities  possess  extraordinary  human  and  institutional  resources  to  support  local, 
regional,  and  national  economic  development.  Through  its  education,  research,  and  service  activities,  a 
university  can  train  future  employees  in  a  wide  range  of  relevant  disciplines,  contribute  to  the 
development  of  new  environmental  control  and  management  technologies,  and  provide  advice  and 
assistance  by  faculty  and  staff  to  meet  industry's  needs.  The  University  of  Massachusetts,  and  other 
institutions  of  higher  education,  make  such  contributions  to  econonuc  development  now.  The  task, 
however,  is  to  organize  the  educational,  research,  and  service  activities  of  the  University  in  a  more 
effective,  purposeful  program  of  assistance  to  industry,  government,  and  the  public.  This  is  the  task 
that  we  have  begun  at  the  University  of  Massachusetts. 

The  University  of  Massachusetts  has  made  economic  development  one  of  its  principal  strategic 
priorities  for  the  1990's.  We  are  determined  that  the  University  will  be  a  high  quality  and  highly 
responsive  knowledge-based  economic  resotuce  for  the  citizens,  key  industries  and  diverse  regions  of  the 
state.  Our  work  with  the  New  EnglaiKi  Enviroiunental  Business  G>undl  (EBC)  is  one  example.  Four  of 
the  University's  campuses  are  members  of  the  EBC  and  Chancellor  Sherry  Penney  of  the  Boston  Campus 
is  a  member  of  the  EBC  Board  of  Directors.  Faculty  and  staff  have  partidpxated  in  the  activities  of 
EBC  conunittees  and  have  advised  and  assisted  EBC  in  specific  projects  (e.g.,  EBC's  initiative  to 
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develop  coopterative  programs  with  Mexican  industry)  and  in  organizational  work  (e.g.,  EEC's  effort  to 
establish  a  national  envirotech  industry  organization).   At  the  request  of  the  EBC,  the  Boston  Campus 
has  established  an  environmental  management  specialty  in  its  MBA  Program.  This  new  program  will 
be  developed  with  advice  from  the  industry  to  ensure  that  its  needs  are  adequately  addressed. 

Looking  to  the  future,  the  University  has  committed  itself  to  developing  a  comprehensive 
strategy  that  will  link  the  educational ,  research  and  service  activities  of  our  five-campus  system  to 
the  business  needs  and  opportunities  of  the  envirotech  business  cluster.  We  look  forward  to  working 
with  the  EBC  in  jointly  developing  this  strategy. 
Organizing  the  U.S.  envirotech  industry  and  the  role  of  thg  federal  government 

I  beheve  that  the  leadership  of  the  Environmental  Business  Council  has  made  a  compelling 
argument  for  the  need  to  establish  a  national  organization  for  the  envirotech  industry  to  promote  the 
export  of  U.S.  environmental  products  and  services.  One  of  the  strongest  arguments  for  a  nabonal 
organization  and  an  indication  of  its  likely  success  is  EBC's  performance  since  it  was  created  in 
December  1990.  Currently  EBC  has  almost  two  hundred  member  companies  and  institutions,  including 
many  leading  envirotech  businesses  and  industries  in  New  England  and  both  pubUc  and  private 
universities.  EBC  has  sponsored  a  well-attended  series  of  meetings  and  conferences  in  Massachusetts 
around  important  topics  related  to  export  promotion.  Representatives  of  state  and  federal  agencies  and 
international  organizations  participate  in  these  events.  Small  and  medium-size  compaiues  have 
particularly  benefited  from  information  and  guidance  on  how  to  operate  in  international  markets. 
EBCs  Mexican  initiative  has  been  highly  successful,  leading  to  several  exchange  visits  by  EBC  and 
Mexican  industry  delegations.  Trade  fairs  have  been  held  in  Mexico,  with  sigiuficant  partidpahon  by 
EBC  member  companies,  and  substantial  contracts  have  been  negotiated  between  Mexican  and  EBC 
companies  (approximately  $100  nrullion  in  contracts  signed  or  under  proposal  to  date).  Furthermore, 
EBC  and  the  Mexican  industry  representatives  signed  an  agreement  in  December  1991  providing  for 
coof)erative  projects  to  assist  Mexican  industry  to  implement  a  program  of  environmental  management  to 
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meet  Mexico's  stricter  environmental  legal  standards.  EBC  is  also  cooperating  with  Canadian  industry 
and  government  and  already  has  several  Canadian  nnembers.  EBC  has  embarked  upon  similar  projects 
in  Eastern  Europe,  Russia,  and  the  newly  independent  states. 

The  case  for  establishing  a  national  envirolech  organization  to  pronwte  the  export  of 
environmental  products  and  services  is  not  difficult  to  make.  It  is  a  task  that  properly  should  be 
undertaken  by  the  industry  itself.  As  proposed  by  the  EBC,  a  national  organization  would  be 
established,  with  regional  affiliates  or  chapters  to  be  organized  as  soon  as  interest  develops  in  a 
region.  I  anticipate  that  a  national  EBC,  like  the  New  England  EBC,  would  engage  in  a  broad  program 
of  activities  to  foster  the  involvement  of  U.S.  envirotech  companies  in  foreign  markets.  We  at  the 
University  of  Massachusetts  have  committed  to  being  one  of  the  founding  menUwrs  of  the  proposed 
Environmental  Business  Council  of  the  United  States 

However,  I  believe  that  both  the  federal  and  state  govemnoents  should  be  involved  in  a 
program  to  increase  envirotech  exports  as  an  effective  means  to  achieve  both  domestic  economic  growth 
and  better  global  environmental  and  resource  ntanagement  These  are  compatible  goals  and  recognized 
as  such  by  the  Qinton-Core  Adnninistration.  Qearly  federal  and  state  agencies  with  environnnental 
and  economic  developnnent  responsibilities,  and  with  considerable  resources  and  expertise  in  these 
areas  can  be  involved  more  effectively  than  they  are  now  in  a  cooperative,  public-private  effort  to 
support  the  US.  envirotech  industry.  Therefore,  I  strongly  endorse  the  elements  of  the  legislation 
under  consideration  by  Chairman  Studds  and  the  Subcommittee, 
(specific  comments  regarding  each  of  these  elements  are  provided  on  the  following  page) 
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Comments  on  Elements  of  the 

Proposed  National  Environmental  Technology  and  Business 

Competitiveness  Act  of  1993 

1.  The  need  for  a  comprehensive  statement  of  national  policy  - 

I  believe  that  a  statement  of  the  national  pxjlicy  to  support  the  development  of  the  U.S. 
envirotech  industry  and  to  promote  the  export  of  U.S.  environmental  products,  goods,  and  services  will 
substantially  aid  the  Admirustration's  effort  to  achieve  economic  development.   Although  the  Export 
Enhancement  Act  of  1992  took  a  significant  step  in  this  direction,  this  Act  does  not  include  the 
envirotech  industry  and  other  important  participants  in  an  active  partnership  to  promote  exports.  The 
proposed  legislation  can  build  upon  what  was  achieved  in  the  Export  Enhancement  Act. 

2.  Establishing  the  Office  of  Envirorunental  Technology  and  Business 
Competitiveness  — 

Creating  an  office  in  the  Department  of  Commerce  to  coordinate  the  Department's  activities  in 
promoting  the  export  of  environmental  products,  services,  and  technologies  will  simplify  a  complicated 
maze  of  different  offices  and  agencies  with  partial  responsibilities  and  authority  in  this  area.  Many 
agencies,  including  EXX!,  US  AID,  the  Department  of  State,  and  the  EX-IM  Bank,  share  authority  over 
the  federal  government's  progrjuns  which  would  support  the  new  program.  Because  the  new  program 
directly  concerns  the  responsibilities  of  the  Department  of  Commerce,  I  support  the  proposal  to  locate 
the  new  office  in  DOC. 

3.  Developing  a  national  strategy  to  promote  envirotech  exports  - 

1  support  the  recommendation  by  the  EBC  that  the  envirotech  industry  be  a  major  player  in  the 
development  of  a  national  strategy  to  achieve  the  goals  of  the  proposed  legislation.  I  also  reconnmend 
that  institutions  of  higher  education  play  an  important  role  in  developing  this  strategy.  The  plan  to 
develop  the  national  strategy  must  provide  for  an  active  partnership  between  government,  academia 
and  the  private  sector,  and  it  must  include  a  process  to  revise  and  update  the  strategy  from  time  to  time. 
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4.  Authnririny  th>  American  Bu«inM«  Center*  Program  - 

The  Freedom  Support  Act  (FS)  authorizes  the  establishment  of  American  Business  Centers 
(ABCs)  in  Russia  and  the  newly  independent  states.  Under  the  FS,  ABCs  nwy  be  esUblished  in  certain 
key  locations  to  support  the  activities  of  U.S.  business.  I  endorse  the  proposal  that  the  ABC  Program  be 
strengthened  and  that  DOC  take  the  lead  in  operating  such  centers,  businesses,  including  envirotech 
business. 

5.  Thg  IntemaHonal  EnvirBmnfntal  Bminfss  and  Technology  InsHhit>  - 

I  support  the  proposal  to  establish  the  International  Environmental  Business  and  Technology 
Institute  as  a  mechaiusm  to  coordinate  the  activities  of  the  public  and  private  sectors  to  promote  the 
export  of  environmental  products  and  services.  I  think  that  institutions  of  higher  education  can 
effectively  support  the  work  of  such  an  Institute,  and  that  certain  institutions  including  the  University 
of  Massachusetts  would  be  particularly  interested  in  contributing  to  this  effort.  As  the  Conunittee 
develops  its  plans  for  the  legislation,  I  will  be  willing  to  assist  in  devising  suitable  nnethods  for  the 
University  and  other  institutions  to  play  a  constructive  role. 

6.  The  Volunteer  Environmental  Sffvicea  Corp«  -- 

The  proposal  to  establish  the  Volunteer  Environmental  Services  Corps  is  a  powerful  idea, 
combining  both  the  expertise  and  spirit  of  altruism  of  environmenlal  professionals  in  an  effort  to  bring 
improved  environmental  management  to  Russia,  the  emerging  republics  of  the  former  Soviet  Union,  and 
developing  countries  generally.  Such  volunteer  professionals  could  work  with  their  counterparts  in 
these  countries,  offering  advice  and  assistance  on  effective  and  efficient  environmental  management  of 
businesses  and  resources.  The  clear  model  for  this  program  is  the  Peace  Corps,  although  volunteer  senior 
environmental  specialists  would  presumably  work  more  closely  with  officials  in  government  and 
business  than  at  the  local  level.  I  strongly  support  this  proposal. 
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7.  NIAFTA-rplatpd   agreements  - 

A  national  EBC,  in  view  of  its  current  involvement  with  Mexican  industry  in  several  projects  to 
improve  environmental  nnanagement  in  Mexico,  could  be  an  importcint  factor  in  any  additional 
agreements  negotiated  between  the  U.S.,  Mexico,  and  Canada  to  implement  NAFTA.  It  would  be  in 
keeping  with  the  intent  of  NAFTA  that  a  national  EBC,  or  the  proposed  Institute,  would  assist  Mexico 
in  achieving  acceptable  standards  of  environmental  controls  and  rrutnagement 
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M  M  Eu  M  9  i^f^^^        ^^'^  report,  and  man;-  others 
"     fl  W  *  recently  published,  documents  the  fact  that 

our  water  pollution  control  needs,  as  a  naBon.  arc  considerable 
—  in  feet  some  ma>  call  tlicni  "inuul-bogj^ling."  Kmcrgmg  needs  such  as 
combined  sewer  o\'erflows,  stormwarer  management,  nutrient  control, 
and  nonpoint  source  controls  will  clearly  require  additional  funds. 

The  reality  of  the  sittiation  is  that  environmental  mandates  have 
increased  in  both  their  number  and  cost,  and  Federal  financial  support  of 
the  nation's  clean  water  program  has  diminished.  .As  a  result,  the  nation's 
ratepayers  have  been  asked  time  and  time  again,  to  pay  an  increasing 
share  of  this  financial  burden.  Without  a  doubt,  the  price  tag  for  ongoing 
water  quality  needs  will  continue  to  escalate.  The  question  we  must 
addre-ss  as  a  Nation  is  who  will  pav  "The  Cost  of  Cilean.'' 


Capital  Needs  1990-1995 
$22.6  Billion 


Advanced  Treatment 

13.3% 


Secondary 
Treatment 

35.3% 


Collection 
System  14.2% 


Combined  Sewer 
Overflow*12.4% 

•  it)  cf  106  j^flrtw  nrtpofiMug 
r.^anedCSOntcds.  tUW 
conmnautia  nMiawz-tdt  batr  CSOf. 


Repair  & 
Rehabilttation  24.8% 

•  Capital  needifnr  the  1 990- 1 995  period  totaled  $22. 6  htllion.  The  rural  documnited  neais  rcpivsenr  amitnirted  projeas,  pro/ecrs 
undet-vay,  and  pro/ccts  schrJtiled  to  hcpn  duntfg  this  period  Sevils  m  rbc  uretis  of  inflow-  and  mtilrnition  and  ftoi7H',ratn-  manage- 
mem  are  included  m  the  Collection  System  tategory.  zbile  air  ijuahty  need<  arc  reflected  in  Adianced  Treatment.  Rebithiltiatitm  eosts 
reflect  a  grtminz  emphasis  on  the  repair  and  replacement  of  existing  treawtcnt  systems,  many  oj  -a-biek  '^ere  built  m  the  early  yean  of 
the  Cletm  IVaterAct.  This  treiid  is  expected  to  continue  for  yettrs  to  come. 
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Headlines  from  across  the 
nation  ilecn  both  the  need  tor 
emironmental  pnitection  and  tlic 
desire  to  eontrol  cost.,  hi  recent 
vcjrs,  local  governments  —  and  In 
turn  their  citizens  —  iiave  paid  an 
ever  increasing  share  of  "The  Cost 
of  Clean ". 


Sewer  rates 
to  jump 

Wiscomin  State  Jmirnal 

Dcccnibci  ?,  lO^i 


The  Clean 
Water  Act's 
historic  focus 
on  technolog;  - 
basetl  standards 
and  eiid-of- 
pipe  treatment, 
framed  b\' 
aggressive 
schedules  for 

compliance,  and  supported  by 
significant  Federal  funding,  has 
achieved  enormous  reductions  in 
pollutants  ilischarged  to  our 
nation's  waters.  The  success  we 
have  exiierienced  required  each  of 
these  elements,  and  would  ha\e 
been  impossible  witliout  one  m 
parucular  —  the  significant  Federal 
support  provided  through  the 
Construction  Grants  Program. 

The  fact  is.  the  Grants  Pro- 
gram worked.  F'ederal,  state  and 
local  monies  provided  the  mipetus 
to  improNC  and  protect  our  nation  s 
waters.  .And,  as  a  result,  much  has 
been  accomplished. 

Today  our  focus  must  shift 
to  a  more  comprehensive  ap- 
proach, addressing  the  control  of 
more  complex  and  diverse  sources 
of  pollution.  One  thing,  however, 


must  not  change.  Continued 
Federal  funding  of  proiects  man- 
dated by  the  Clean  Water  .Act  — 
within  tile  context  of  a  balanced 
Federal/Siate/Local  partnership    - 
is  critic.il  to  the  ultimate  achieve- 
ment of  national  water  i]ualir\ 
goals. 

.\s  we  narrow  tiur  sights  on 
remaining  pollution  problems, 
ratepayers  must  not  be  forced  to 
bear  this  burden  alone.  The 
IB  ■■  ■  Hi  ■  nonsewercd 


population 

als<i  realizes 

the  benefits 

of  clean 

\»  ater.  j\nd 

while  large 

populations 

located  in 

major  metropolitan  areas  pro\  idc 

considerable  financial 

b:lse,  the',  also 

ncl.do  Urge  V^^Vftis^St 

numbers  of  low  VWi'' 

income,  .ind  m.,' 

po^  erly  le\  cl 

residents  who  would  find  signifi- 
cant additional  rate  increases 
unbearable. 


The  Arizona  Republic 

.March  S.  1992  _ 

Compelling  national  interests, 
not  only  environmental  and 
public  health,  but  economic, 
social  and  political,  make  ncces- 
saiy  an  aggressive  and  conipre- 
hensive  effort  to  preserve  existing 
water  resources  and  restore  pol- 
luted waterbodies  and  basic  inffa- 
sinicture  as  rapuliv  .i'-  p'lssiMe. 
fhis  massive  task  lue.in^  ih.it  we 
must  inteUigently  and  successfulh' 
target  our  clean  water  resources  to 
give  priority-  to  the  most  serious- 
problems  and  identih-  where  we 
get  the  most  environmental  benefit 
for  the  least  cost.  Consequently,  we 
must  use  the  reauthorization  of  the 
Clean  Water  .\ct  to  establish 
processes  that  will  give  the  countrj- 
an  integrated  and  comprehensive 
strategy  that  establishes  new 
priorities  for  achieving  clean  water 
goals. 


ITie  Federal  government 
shares  in  this  financial  responsi 
bility.  Our  iob  is  not  done,  and 
Congress  has  an  important  and 
continuing  role  in  this  process. 
.Vs  long  as  significant  environ- 
mental improvements  are 
federally-mandated,  the  Federal 
commitment  to  funding  assis- 
tance must  continue. 


,A  new  Clean  Water  Act  must 

J  t.irget  point  and  nonpoint 
il  rt»J  ^1*       sources.  It  must  encourage 

.C\  pj\\"* -C'^S       innovative  multi-media 
\_%V>''_  »  e^  0"  strategies  as  an  indis- 

~  pensable  component  of 

....;.,. «./•.!«      ^j^_^^  water  planning. 

F'inalK,  it  must  con- 
sider not  only  our  hopes  and 
dreams  for  the  funire,  but  also  the 
realities  of  fijnding  needs  and 
availabilitx .  and  the  constraints  that 
limited  funding  will  impose  on  the 
pace  we  can  maintain. 


Sewer  fee  hike 
headed  for  city 


The  Sun  Press 

Janiiar>  31.  1991 
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CLEAN  WATER  INVESTMENT  AND  JOB  CREATION 
EXECUTIVE  SUMMARY 


This  report  summarizes  the  job  creation  eCFects  associated  with  investment  in  clean  water 
facilities.  Every  $1  billion  investment  in  water  and  sewer  projects  generates  as  many  as  57,400 
jobs,  a  figure  somewhat  greater  than  the  number  of  jobs  generated  by  public  works  investment 
in  general. 

Water  and  sewer  capital  stock  is  an  indispensable  component  of  our  national  infirastructure 
because  clean  water  is  essential  to  life  as  well  as  to  the  standard  of  living.  Without  clean  water, 
human  health  and  environmental  integrity  deteriorate,  the  economy  cannot  flourish,  and  the 
ability  to  compete  is  inhibited.   Clean  water  investment  must  be  a  national  priority. 

The  lasting  economic  benefits  of  clean  water  investment  have  been  demonstrated.  Water 
and  sewer  facilities  preserve  national  wealth  through  the  removal  of  contaminants  fiom  a  vital 
natural  resource.  Furthermore,  water  and  sewer  facilities  bring  forth  higher  private  sector  profits, 
act  to  spur  additional  private  investment  in  plant  and  equipment,  and  work  to  improve  growth 
in  labor  productivity.  Public  investment  in  these  facilities  pays  for  itself  through  the  creation  of 
a  larger  tax  base.  This  repxm  centers  on  the  fact  that  clean  water  facilities  also  generate 
considerable  employment  opportunities. 

A  number  of  public  works  studies  have  been  published  on  the  subject  of  job  creation. 
These  studies  are  analyzed  in  this  report  in  order  to  estimate  the  current  number  of  direct, 
indirect,  and  induced  jobs  associated  with  water  and  sewer  facility  investment  The  total  number 
of  jobs  generated  per  $1  billion  (1991  dollars)  in  water  and  sewer  projects  is  at  least  34,200  and 
could  be  as  high  as  57,400.  The  magnitude  of  this  range  is  particularly  significant  in  light  of  the 
nation's  massive,  documented  clean  water  facility  needs.  For  example,  the  United  States 
Environmental  Protection  Agency  recenUy  estimated  the  total  20-year  design  needs  for  publicly 
owned  wastewater  treatment  facilities  at  $111.5  billion  ($1991)  -  needs  which  represent 
3,814,468  to  6,402,060  jobs  for  American  workers.  Finally,  existing  research  indicates  that  the 
job  creation  effects  may  be  more  extensive  for  water  and  wastewater  investment  than  for  ooost 
other  areas  of  public  works,  though  all  provide  significant  economic  benefits. 

In  conclusion,  the  employment  ramifications  of  clean  water  investment  substantially 
increase  the  value  of  a  national  priority  that  is  wholly  justifiable  on  other  economic,  public 
health,  and  environmental  merits. 
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CLEAN  WATER  INVESTMENT  AND  JOB  CREATION 

INTRODUCTION 

In  recent  years,  a  great  deal  of  attention  has  been  focused  on  infrastructure  investment 
needs.  Construction,  rehabilitation  and  maintenance  of  important  water  and  sewer  projects,  also 
known  as  environmental  infrastructure,  have  been  postponed  in  a  number  of  instances,  resulting 
in  deteriorating  conditions  in  our  nation's  clean  water  capital  stock.  At  the  same  time,  demand 
for  environmental  infr^tructure  has  outstripped  existing  capacity.  The  problem  is  compounded 
by  government  initiatives,  such  as  the  Clean  Water  Act,  which  mandate  new  and  improved 
facilities. 

In  a  1990  study  commissioned  by  the  Clean  Water  Council,'  Apogee  Research  estimated 
that  the  total  investment  required  to  meet  drinking  water  capital  needs  for  the  period  1993-2000 
could  be  $51.9  billion  ($1991),  including  $7.3  billion  ($1991)  to  satisfy  new  regulations.  Given 
past  trends  in  investment,  it  was  estimated  that  needs  during  this  eight  year  period  could  exceed 
planned  outlays  by  $18.2  billion  for  drinking  water  capital  The  shortfall  in  wastewater  capital 
is  expected  to  be  even  more  dramatic,  with  total  needs,  including  replacement  of  older  capital, 
expected  to  total  as  much  as  $124.9  billion  ($1991).  Based  upon  past  trends  and  investment,  the 
estimated  national  shortfall  could  be  as  high  as  $65.7  billion  aggregated  over  the  same  eight  year 
period.  The  combined  drinking  water  and  wastewater  treatment  shortfall  could  therefore  reach 
$83.8  billion  ($1991)  for  the  1993-20(X)  period.  This  shortfall  is  only  a  rough  estimate  because 
projected  captial  needs,  as  well  as  projected  outlays,  could  turn  out  to  be  substantially  higher  or 
lower.  More  recently,  the  US  EPA  estimates  total  20-year  design  needs  for  publicly  owned 
wastewater  treatment  facilities  at  $111.5  billion  ($1991).  Other  studies  demonstrate  higher  needs. 

Addressing  the  documented  needs  in  environmental  infrastructure  is  important  in  terms 
of  public  health,  a  point  made  painfully  clear  by  the  recent  cholera  outbreak  in  South  America 
and  beach  closings  in  San  Diego,  CA.  Environmental  infrastructure  also  plays  a  key  role  in 
economic  well-being  —  enhancing  private  sector  productivity  and  increasing  private  profitability, 
thus  supporting  and  stimulating  private  investment  in  new  facilities  and  equipment  as  well  as 
increasing  public  tax  revenues.^  In  fact,  a  one  time  $2.5  billion  investment  in  water  and 
wastewater  facilities  (1%  of  the  net  stock  of  clean  water  capital  as  of  the  end  of  1989)  is  self- 
financing  in  the  space  of  less  than  a  decade.' 


'     Apogee  Research,  America's  Environmental  Infrastructure:  A  Water  and  Wastewater 
Investment  Study,  Clean  Water  Council  (December  1990). 
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See  works  by  David  Aschauer,  including  Chapter  n  "Effects  of  Investments  in  Water  and 
Wastewater  Infrastructure  on  Economic  Growth"  in  America's  Environmental 
Infrastructure,  op.  cit. 

See  page  23  in  America's  Envrionmental  Infrastructure,  op.  cit.  This  pay  back  period 
assumes  a  annual  depreciation  rate  of  2.5%,  an  annual  maintenance  investment  of  $.062 
billion,  an  average  tax  rate  of  15%,  and  a  discount  rate  of  10%. 
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The  purpose  of  this  lepon  is  to  demonstrate  that  investment  in  water  and  wastewater 
facilities  generates  a  considerable  number  of  construction  and  non-construction  jobs.  The  jobs- 
creation  benefit  can  be  put  to  greatest  advantage  when  aggressive  government  intervention  is  used 
to  stimulate  a  sluggish  economy. 

This  report  prepared,  by  Apogee  Research  Inc.,  of  Bediesda,  Maryland,  for  the  National 
Utility  Contractors  Association,  summarizes  the  job  creation  effects  associated  with  several  types 
of  public  works  expenditures  with  a  focus  on  water  and  sewer  projects.  A  number  of  existing 
studies  were  selected  for  review  to  gauge  the  anticipated  job  creation  potential  of  public  worics 
investment.  The  primary  objectives  of  the  report  are  to: 

•  Help  policy  makers  estimate  the  job  creation  potential  of  an  expanded  water  and 
sewer  investment  program  by  establishing  the  relative  magnitude  of  the  jobs 
creation  multiplier,  and 

•  Help  policy  makers  prioritize  public  works  investment  projects  in  terms  of  job 
creation  ejects  by  evaluating  the  differences  among  sectors  in  employment 
impacts. 

All  estimates  presented  in  this  report  have  been  adjusted  to  account  for  inflation  in 
construction  costs  from  the  study  period  to  1991. 


TERMINOLOGY 

New  infrastmctiu*  investment  engages  more  than  the  on-site  labor  and  capital  used  to 
construct  water  and  wastewater  projects.  First,  any  project  must  be  supported  by  materials 
purchased  from  other  sectors.  Second,  the  labor  used  in  construction  and  in  supporting  sectors 
receives  income  that,  in  turn,  is  spent  on  a  variety  of  goods  and  services,  thus  stimulating  other 
areas  of  the  economy  not  even  remotely  related  to  the  investment  project  at  hand.  That  is,  new 
investment  generates  employment  at  three  levels: 

•  Direct:  Direct  employment  effects  result  from  initial  outlays  in  the  construction 
sector  and  include  all  labor  directly  involved  in  planning  and  building  the  project 
Employment  effects  basically  coincide  with  the  construction  phase  of  the  project 

Direct  employment  opportunities  arc  likely  to  be  filled  by  local  labor  markets  close  to  the 
project.  Professions  and  trades  which  stem  directly  from  investment  in  environmental 
infrastructure  include  planning,  engineering,  bonding,  legal  services  and  insurance,  manual  labor, 
heavy  equipment  operation  and  other  specialized  construction  skills,  safety  and  supervision. 

•  Indirect:  Indirect  employment  effects  are  generated  by  construction  project 
purchases  from  other  sectors  to  support  investment  activity  and  include 
incremental  employment  in  supporting  industries  such  as  nnining  and  raw  materials 
production,  transportation  of  materials  and  labor,  equipment  manufacture,  supply 
and  maintenance,  communications  ~  additional  employment  created  to  generate 
the  services  and  products  needed  to  suppon  construction  of  the  project  Indirect 
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employment  could  also  include  provision  of  temporary  housing  or  other  support 
for  labor  temporarily  relocated  to  work  on  a  specific  project. 

Like  direct  employment,  indirect  employment  effects  are  created  shortly  after  the 
investment  project  is  initiated.  However,  indirect  employment  can  be  more  widely  distributed, 
depending  on  where  the  industries  producing  the  supporting  goods  and  services  are  located.  For 
example,  a  sewer  project  in  one  state  may  use  pipes  manufactured  in  another  state,  thus 
investment  in  a  sewer  project  generates  indirect  employment  benefits  in  that  other  state. 

•  Induced:  Induced  employment  is  pan  of  the  multiplier  effect  inherent  in  a 

complex  economy  with  specialization  in  the  provision  of  goods  and  services. 
Because  we  depend  on  each  other  to  sadsfy  our  economic  needs,  every  increase 
in  employment  and  income  in  one  sector  is  translated  into  demand  for  goods  and 
hence  employment  supplied  from  other,  totally  unrelated,  sectors.  Thus  induced 
employment  from  investment  in  public  works  includes  the  employment  effects  in 
the  rest  of  the  economy  traceable  to  the  initial  project  investment;  these  are 
stimulated  by  increased  household  expenditures  of  families  benefitting  from  direct 
and  indirect  employment  effects. 

In  general,  induced  employment  wiU  trail  direct  and  indirect  employment.  The  length  of 
the  lag  depends  partially  on  how  fast  the  consumption  spending  occurs  and  partially  on  the 
supply  of  labor  and  materials.  Induced  employment  is  most  widely  dispersed  of  the  three  effects 
since  it  is  not  confined  to  locally-provided  needs  but  also  includes  goods  and  services  that  are 
"imponed"  from  other  regions  to  address  household  demands.  These  can  include  employment 
in  such  diverse  sectors  as  processed  foods,  recreational  equipment,  vehicles,  travel,  household 
durables  (refrigerators  and  washing  machines,  for  example)  --  that  have  no  direct  engineering 
connection  to  the  initial  investment  stimulant. 

Induced  employment  can  also  include  the  new  employment  generated  in  industries 
attracted  to  an  area  by  the  improved  infrastructure,  which  increases  accessibility  to  materials, 
markets,  and  labor  or  otherwise  reduces  costs  of  production.  That  is,  this  category  encompasses 
employment  due  to  existence  of  the  new  infrastructiue  rather  than  construction  of  the  new 
infrastructure.  For  example,  a  newsprint  manufacturer  may  choose  to  locate  a  new  plant 
supplying  southeastern  newspapers  in  a  certain  region  rather  than  elsewhere  because  the 
wastewater  treatment  plant  just  constructed  there  is  better  equipped  to  handle  the  volume  and 
types  of  waste  generated  by  the  plant  at  a  cost  that  will  sustain  the  manufacturer's  competitive 
position.  Drawn  by  the  infrastructure  constructed  in  the  area,  this  manufacturing  establishment 
will  generate  new  jobs  for  local  labor  --  an  effect  induced  by  the  initial  infrastructure  investment 
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JOB  CREATION:  SEWER  AND  WATER  INFRASTRUCTURE 

Estimates  of  job  creation  per  $billion  of  expenditure  on  selected  sewer  and  water 
infrastructure  projects  are  shown  in  Table  1.  Because  of  the  variation  among  studies  in  their 
focus,  the  employment  effects  are  not  broken  down  the  same  way  for  all  —  some  estimate  direa 
effects  only,  some  present  an  aggregated  figure  encompassing  all  tiiree  effects.  This  somewhat 
restricts  the  ability  to  compare  studies  and  derive  general  numerical  conclusions;  however,  we 
can  identify  general  patterns  and  magnitudes. 

Although  direct  job  generation  generally  can  be  predicted  with  greater  accuracy  than 
indirect  and  induced,  there  is  still  a  significant  variation  among  studies  in  their  estimates  of  direct 
employment  effects  for  investment  in  water  and  sewer  projects.  Nonetheless,  the  magnitudes  are 
similar  and  indicate  that  investment  of  $1  billion  in  such  infrastructure  will  generate  between 
6,400  and  15,600  jobs  directiy  involved  in  project  completion.  Estimates  of  indirect  effects  vary 
widely  among  the  diree  calculations  presented,  but  could  be  as  large  as  13,600  jobs  per  $billion 
(Bureau  of  Labor  Statistics  (1990)).  Total  effects,  including  direct,  indirect,  and  induced,  have 
been  estimated  at  34,200  jobs  per  $billion  (Bczdek  &  Hannon  (1974))  to  57,4(X)  jobs  per  $billion 
(Vemez  et  al.  (1977)).  The  estimated  $83.8  billion  ($1991)  shortfall  in  funds  for  water  and 
wastewater  capital  needs  for  the  period  1993-2000  could  represent  2,865,900  to  4,810,000  job- 
years  of  employment. 

Differences  among  estimates  can  be  explained  in  large  measure  by  estimation 
methodology,  different  years  of  basic  data  possibly  reflecting  differences  in  inter-sectoral 
relationships  (although  all  estimates  were  converted  to  $1991),  different  capital  intensities  of 
individual  projects,  and  -  in  one  case  -  by  the  different  geographical  focus  (regional  rather  than 
national). 

For  example,  Sulvette  and  Thompson  (1975)  estimated  that  7,300  direct  jobs  per  $1 
billion  dollars  of  expenditure  would  be  created  by  construction  of  sewer  lines  while  Vemez  et 
al.  (1977)  estimated  that  the  direct  effects  of  sewer  lines  would  be  14,500  jobs  generated.*  For 
these  two  studies  in  particular,  the  discrepancies  have  been  attributed  to  differences  in  the  way 
the  two  studies  transformed  on-site  labor  requirements.  Sulvette  and  Thompson  divided  total 
number  of  labor  hours  dedicated  to  a  sewer  line  investment  project  by  the  average  number  of 
hours  worked  per  year  in  all  industries;  they  assumed  that  the  average  construction  work-year 
was  equivalent  to  the  average  woik  year  in  general.  Vemez  divided  the  total  on-site  earnings  bill 
by  the  average  annual  wage  in  the  construction  industry  alone.  The  latter  better  reflects  the 
average  number  of  hours  worked  per  year  in  the  construction  industry  (assuming  wages  on  sewer 
projects  are  at  the  construction  industry  average),  which  is  well  below  the  average  for  all 
industries.  Thus,  in  effect,  Vemez  converted  a  given  number  of  labor  hours  per  $billion  of 
investment  into  more  work-years  or  "jobs"  because  they  impliciUy  used  the  shorter  average  work 
year  that  characterizes  the  construction  industry. 

Separate  estimates  for  indirect  impacts  are  available  for  two  studies  only,  due  in  part  to 
an  estimation  methodology  that  precludes  disaggregated  estimates  in  the  other  studies.  Deflating 


*    These  figures  have  been  adjusted  to  reflect  expenditure  in  1991  dollars. 
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the  estinuues  to  account  for  1991  coostnictioa  costt,  data  from  Venwz  et  al.  (1977)  indicate  that 
5.600  indirect  jobs  would  be  gencnied  per  $billion  invested  in  sewer  lines.  The  Bureau  of  Labor 
Statistics  (BLS)  determined  that  13,600  indirect  jobs  would  be  generated  by  investment  of  a 
billion  dollars  in  new  sewer  and  water  construction.  The  differences  between  the  two  estimates 
available  may  be  explained  to  some  degree  by  die  meduxls  used  to  calculate  job  effectt.  BLS 
tallies  the  jobs  as  a  count  of  positioos  and  does  not  differentiate  between  full-time  and  part-time 
workers.  On  the  other  hand.  Vemez  presents  data  in  terms  of  full-dme  job  equivalents,  so  two 
half-time  jobs  would  be  entered  as  one  job  created  even  if  two  different  people  were  employed. 
Neither  method  is  more  correct  than  the  other;  each  focuses  on  a  different  socio-economic  aspect 
of  job  creation. 

Direct  and  indirect  effects  (but  excluding  induced  effects)  presented  in  Table  1  range  from 
almost  15,800  jobs  (U.S.  Aimy  Institute)  to  more  than  22,000  jobs  (Bureau  of  Labor  Statistics. 
1990)  per  $billion  in  a  national  context  Regional  direct  and  indirect  effects  were  estimated  as 
somewhat  over  14,000  jobs  per  $billion  in  the  Boston  harbor  area.  Aldiough  the  differences  in 
methods,  data,  and  analysis  may  account  in  pan  for  the  lower  regional  figure,  regional  in^Murts 
are  expected  to  be  less  than  national  since  there  is  always  some  degree  of  expenditure  "leakage" 
from  local  areas  to  other  areas  of  the  country.  That  is.  tlw  national  employment  effect  is  the  sum 
of  all  the  regional  effects,  but  regional  analyses  such  as  the  Boston  Harbor  study  tabulate  only 
the  effects  captured  within  the  study  area.  For  example,  a  hiring  increase  at  an  equipment  plant 
in  Iowa  made  in  response  to  increased  wastewater  investment  in  Massachusetts  would  not  show 
up  in  the  regional  study. 

Total  job  creation  extends  well  beyond  the  direct  and  indirect  employment  effects.  It  is 
estimated  that  direct  and  indirect  jobs  represent  less  than  half  of  the  jobs  generated  by  investment 
in  sewer  and  water  works.  One  study  on  sewer  plant  investment  with  disaggregated  infomiation 
on  job  creation,  presented  in  Table  1.  confirms  the  importance  of  induced  effects.  Vemez  et  al. 
(1977)  estimated  that  total  indirect  and  direct  jobs  only  accounted  for  between  28  and  33  percent 
of  all  jobs  generated;  the  remainder  of  the  jobs  generated  are  attributed  to  induced  effects  -  the 
result  of  increased  consumption  and  investment  expenditures  triggered  by  increased  demands 
from  the  direct  and  indirect  job  generation. 

Estimates  of  the  total  number  of  jobs  created  nadonwide  ~  direct,  indirect,  and  induced  - 
-  by  $1  billion  invested  in  water  and  wastewater  infrastructure  range  firom  34.2(X)  to  57,400. 


COMPARISON  WITH  OTHER  SECTORS 

Job  Creadon  effects  frxnn  investment  in  other  public  works  sectors  are  similar  to  those 
from  investment  in  water  and  wastewater.  However,  among  the  three  studies  containing  data  on 
both  sewer/water  and  highway  infrastrticture,  it  is  worth  noting  that  the  number  of  jobs  generated 
directly  by  sewer  and  water  infrastructure  is  somewhat  greater  than  the  number  generated  by 
highway  construction. 

Appendix  1  presents  a  tabular  sunmiary  of  all  the  studies  reviewed  for  this  report, 
including  those  from  other  public  works  secttvs.  As  in  Table  1  on  environmental  investments, 
these  additional  estimates  have  been  adjusted  to  account  for  inflation  in  construction  costs  from 
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the  study  period  to  1991.  Although  differences  in  data  presentation  among  studies  restricts  our 
ability  to  compare  estimates,  we  can  nonetheless  offer  the  following  broad  gcneralizauons: 

•  Estimates  of  direct  effects,  when  presented,  are  almost  all  in  the  range  of  6,400- 
15,600  jobs  per  $billion  of  investment  ($1991); 

•  Estimates  of  indirect  plus  direct  employment  effects,  when  presented,  range  more 
widely  but  are  generally  between  13,000  and  23,000  jobs  per  $billion  of 
investment;  and 

•  When  presented,  estimates  of  total  effects  -  direct,  indirect,  and  induced  -  are  all 
above  33,000  jobs  per  $billion. 

Direct  job  creation  in  the  highway  sector  ranges  firom  7,700  (Bureau  of  Labor  Statistics 
(1990))  to  10,700  (both  Apogee  (1991)  and  Vemez  et  al.  (1977)).  Some  of  the  variation  in  the 
direct  job  generation  estimates  is  due  to  varying  methodologies  among  the  models  used  for  each 
study,  for  example,  due  to  differences  in  the  ways  that  job  multipliers  were  developed.' 

The  national  impact  of  direct  and  indirect  effects  combined  was  estimated  to  be  from  over 
16,000  to  27,(X)0  jobs  per  $billion  of  investment  in  highways  and  roads,  although  the  upper 
bound  (DRI  study,  second  year  of  two  years)  may  use  too  broad  a  definition  of  indirect  effects  - 
-  that  is,  the  method  of  reporting  is  the  source  of  variation  because  it  includes  jobs  that  others 
would  classify  as  induced  effects.  DRI  estimated  tiiat  22,000  jobs  per  $billion  of  investment 
would  be  generated  direcUy  and  indirectly  in  the  first  i^roject  year.  The  second  year  estimates 
include  positive  feedback  of  the  initial  first  year  outlays  to  all  other  sectors.  Therefore,  their 
estimate  of  27,0(X)  jobs  per  Sbillion  should  fall  -  as  it  does  ~  somewhere  between  the  estimates 
for  the  total  of  direct  and  indirect  job  generation  and  the  estimates  of  total  direct,  indirect,  and 
induced  jobs  generated. 

Adding  induced  effects  to  direct  and  indirect,  several  studies  estimated  total  national 
employment  effects  of  $1  billion  invested  in  highways  and  roads  as  33,800  or  greater  jobs  per 
Sbillion  (Bezdek  and  Hannon  (1974),  Wartie  (1982),  and  Apogee  (1990)). 

The  regional  job  multipliers  for  highway  and  road  investments  were  lower  than  the 
national  multipliers  ~  averaging  approximately  10,0(X)  jobs  per  Sbillion  dollars  of  investment  for 
all  three  effects  combined.  The  lower  regional  employment  effect  is  due  to  expenditure 
"leakages"  to  other  regions,  particularly  for  induced  effects  ~  the  smaller  the  geographic  region, 
the  less  that  induced  expenditures  are  satisfied  from  within  the  region.  Moreover,  since  access 
to  material  inputs  for  construction  may  be  limited  in  certain  regions,  indirect  effects  may  be  less 
in  some  regions  than  others.  A  simulated  comparison  study  of  $10  million  of  highway 
construction  in  Nebraska  and  Pennsylvania  exemplifies  this  result.  Pennsylvania  was  found  to 
be  a  more  industrial  economy  and  tended  to  produce  more  of  the  material  inputs  to  construction 


See  Appendix  II  for  a  more  detailed  discussion  of  input-output  analysis  and  multiplier 
development  as  well  as  a  description  of  the  more  widely-used  models. 
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than  Nebraska  with  a  less  industrialized  economy.'  Although  sonoe  of  the  induced  effects  are 
not  captured  within  the  immediate  region,  they  are  still  generated  and  contribute  to  employment 
and  economic  well-being  elsewhere  in  the  nation. 

Comparing  these  data  widi  those  studies  focusing  on  clean  water  infirastructure  indicates 
that  the  job  creation  effects  may  be  more  extensive  for  investments  in  water  and  wastewater  than 
in  other  areas  such  as  highways  and  roads.  In  the  studies  that  contained  data  on  both  types  of 
projects,  the  differences  in  multiplier  effects  of  investment  in  the  two  areas  were  as  follows: 

•  BLS  study:  8,800  and  13,600  of  direct  and  indirect  jobs  respectively  per  $billion 
investment  in  new  water  and  sewer  compared  to  7,700  and  11,  800  per  $billion 
in  new  roads; 

•  Vemez  et.  al:  14,500  and  15,600  direct  jobs  in  sewer  lines  and  sewer  plant 
respectively  per  $billion  compared  to  10,700  direct  jobs  in  highways  or  roads;  and 


Sulvene  &  Thompson:  12,300  direct  jobs  for  $billion  in  water/sewer  systems 
versus  8,600  for  highways/roads,  though  only  6,400  and  7,300  per  $billion 
respectively  for  water  and  sewer  lines  alone. 


SUMMARY 

The  studies  reviewed  for  this  report  reflect  positive  impacts  of  public  works  investment 
There  are  also  indications  from  several  studies  that  investment  in  clean  water  infrastructure  has 
a  greater  jobs  multiplier  than  investment  in  highways  and  roads.  In  general,  for  the  data 
available,  it  is  clear  that  direct  enq)loyment  effects  are  only  a  portion  of  the  job  generation 
potential  of  public  works  investments.  That  is,  indirect  effects  are  estimated  to  generate 
anywhere  from  half  to  double  the  amount  of  employment  as  direct  effects,  and  induced  effects  - 
-  where  comparisons  are  possible  -  boost  the  total  effect  to  a  multiple  of  the  direct  effects  taken 
alone. 

Investment  of  $1  billion  in  public  works  would  be  expected  to  generate  from  6,000  to  as 
many  as  15,600  jobs  directly  related  to  project  construction.  The  permanence  of  these  effects, 
of  course,  depends  on  continued  expansion  of  the  economy,  but  the  "pump  priming"  effects  of 
eariy  initiation  of  contemplated  investments  in  infrastructure  is  evident.  Investment  of  $1  billion 
would  stimulate  at  least  34,200  direct,  indirect,  and  induced  jobs  --  pertu^s  as  great  as  57,400 
in  sewer  plant  investment 


Benjamin  Stevens,  George  Treyz,  David  Erlich,  and  James  Bower,  "State  Input-Ouq)ut 
noodels  for  Transportation  Impact  Analysis,"  RSRI  Discussion  Paper  Series:  No.  128, 
December,  1981. 
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APPENDK  n 
DESCRIPTION  OF  STUDIES  REVIEWED 


METHODS  OF  ANALYSIS 

All  of  the  results  summarized  in  the  table  in  Appendix  I  use  some  form  of  non-survey 
input-output  analysis.  The  non-survey  models  that  are  most  representative  of  the  types  of 
models/techniques  used  to  obtain  the  results  found  in  the  summary  table  include: 

•  Bureau  of  Economic  Analysis'  Regional  Input-Output  Modeling  System  n, 
(RIMSn); 

•  Regional  Science  Research  Institute's  PC  Input-Output  regional  impact  model 
(This  model  was  used  in  the  highway  study  by  Apogee,  1991,  and  to  determine 
results  in  the  New  Jersey  Passaic  Tunnel  study  in  Table  1); 

•  Bureau  of  Labor  Statistics  National  Input-Ouq>ut  tables; 

•  United  Sutes  Department  of  Agriculture's  Micro  IMPLAN  (results  of  the  Wartle, 
1992,  study  come  from  a  run  of  this  model);  and 

•  Regional  Economics  Models,  Inc.'s  economic-demographic  forecasting  and 
simulation  model  (Variations  of  this  nmxlel  were  used  for  the  studies  conducted 
for  Aviation  Resource  Partners,  Massachusetts  Water  Resources,  Wisconsin 
Department  of  Transportation,  Coalition  of  Northwestern  Governors  High  Speed 
Rail  Task  Force,  Delaware  Valley  Regional  Planning  Comnoission,  and  the  Indiana 
Department  of  Transportation,  as  seen  in  Appendix  1). 

These  models  are  not  the  only  models  available.  With  the  advent  of  increased  conq)uter 
capabilities,  the  number  of  models  is  escalating.  Most  of  the  models  listed  above  were  originally 
developed  with  the  1977  national  input-output  table  as  the  basis.  Although  there  are  other 
methods  for  determining  multiplier  effects,  input-output  analysis  provides  the  analyst  with  a 
multiplier  coupled  with  changes  in  employment,  wages,  and  other  measures  used  to  define  each 
sector  within  the  region.  In  addition  to  the  direct  impacts  a  project  will  have  on  the  region,  the 
magnitude  of  the  indirect  and  induced  effects  on  each  sector  is  in^Kmant  in  public  policy 
analysis.  Input-output  analysis  provides  an  empirical  tool  for  this  type  of  analysis. 

The  use  of  national  data  within  the  input-output  models  presented  in  the  summary  table 
varies  slightly  between  each  study.  This  and  other  differences  in  model  design  and  development 
result  in  differing  measures  and  information  available.  The  following  is  a  more  detailed  summary 
of  several  input-output  models  currently  being  used  for  impact  analysis.  Several  of  these  models 
are  represented  by  studies  summarized  in  Appendix  1;  a  cross  reference  is  provided  within  each 
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summary. 


Within  all  of  the  input-output  naodcls  discussed  here,  there  are  basically  two  types  of 
multiplier  information  available: 


Type  I  multipliers  that  refer  to  the  total  effects  of  direct  and  indirect  requirements; 
and 


•  Type  n  Multipliers  that  refer  to  direct,  indirect,  and  induced  impacts  combined. 

The  RIMS  II  model  supplies  Type  II  multipliers  whereas  RSRI  PC  Input-Output  and  IMPLAN 
supplies  the  user  with  the  option  of  applying  Type  I  or  Type  II  multipliers.  With  IMPLAN,  there 
is  a  third  option  -  a  Type  HI  multiplier  that  compares  direct,  indirect,  and  induced  effects  to  the 
direct  effects  generated  by  a  change  in  final  demand  (direct+indirect+induced,  all  divided  by 
direct).  These  Type  HI  effects  are  different  from  the  Type  II  effects  and  often  found  to  be  five 
to  fifteen  percent  smaller  than  Type  n  multipliers. 

With  the  exception  of  REMI,  none  of  the  models  listed  above  is  dynamic.  Therefore,  they 
provide  only  a  projected  snapshot  of  what  might  occur.  However,  each  updates  their  one-period 
models  by  a  technique  of  iteration  or  inversion  or  through  the  use  of  the  Leontief  inverse.  Most 
of  the  models  do  not  impose  regional  aggregation  until  after  inversion  or  iterative  procedures  are 
completed.  Furthermore,  the  level  of  aggregation  is  defined  differently  among  models. 

Variations  within  the  models  can  further  accentuate  varying  results.  These  variations 
include: 

•  Variations  in  data  chosen  to  estimate  labor  coefficients. 

•  Variations  in  data  sources  to  determine  regional   household  income  rows, 
consumption  columns,  and  regional  trade  patterns. 

•  Variations  in  adjustments  made  to  regional  consumption  patterns  and  final 
payments. 

•  Variations  in  adjustment  for  technological  differences. 

•  Level  of  aggregation  of  multipliers,  national  or  regional. 

These  modeling  differences  lead  to  variations  in  the  estimation  of  regionalization  procedures, 
implementing  the  household  row  and  column,  and  determining  regional  employment.  These 
variations,  in  turn,  will  most  likely  explain  the  variations  among  estimates  of  employment 
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generation.^   The  following  is  a  summary  of  several  of  the  leading  input-output  (I-O)  models 
available  to  users. 


RIMSn 

RIMS  n  was  designed  by  the  Bureau  of  Economic  Analysis  (BEA)  to  provide  input- 
output  type  multipliers  for  one  or  more  contiguous  counties  using  industry  disaggregated  into 
approximately  500  sectors.  They  are  currently  based  on  the  1982  national  input-output  table.  The 
RIMS  n  method  for  estimating  I-O  multipliers  is  a  three  step  process: 

•  First,  the  producer  portion  of  the  national  I-O  table  is  made  region  specific  by 
using  a  four-digit  SIC  mixed  location  quotient  (LQ).  The  LQ's  reflect  the 
quantity  of  input  requirements  that  are  fulfilled  by  sectors  within  the  region.  The 
LQ's  are  based  on  two  types  of  data:  BEA's  personal  income  data;  and  BEA's 
wage  and  salary  data. 

•  Second,  the  household  row,  determined  by  the  value  added  row  of  the  national- 
input  ouq>ut  table,  are  made  to  reflect  regional  income  losses  due  to  individuals 
employed  in  the  region  but  residing  outside  the  region.  And  the  household 
column,  determined  by  the  personal  consumption  column  of  the  national  input- 
output  table,  are  adjusted  for  leakages  that  come  from  personal  taxes  and  savings. 

•  FinaUy,  the  Leontief  Inverse  i^jproach  is  used  to  estimate  multipliers.  This  process 
of  inversion  produces  output,  earnings,  and  eii]ployment  multipliers,  which  can  be 
used  to  determine  impacts  of  final  demand  on  direcdy  and  indirectiy  affected 
sectors. 


Since  BEA  has  access  to  earnings  and  employment  data  that  is  undisclosed  to  most,  the 
results  of  the  model  can  produce  relatively  reliable  results  when  compared  to  survey-based 
multiplier  estimates.  In  addition,  there  are  at  least  four  clear  advantages  cited  by  the  BEA  that 
RIMS  II  has  to  offer 

•  Accessibility  to  extensive  data  bases  make  it  possible  to  estimate  multipliers 
without  extensive/expensive  survey  data  for  each  region. 

•  The  level  of  detail  provided  by  RIMS  II  helps  avoid  aggregation  errors  that  can 
occur  when  sectors  are  forced  to  be  combined. 


S.  Brucker,  S.  Hastings,  and  W.  Latham,  III.  "The  Variation  of  Estimated  Impacts  From 
Five  Regional  Input-Output  Models,"  International  Regional  Science  Review,  Vol  13, 
Nos.  1  &2,  1990;  pp.  119-139. 
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•  RIMS  n  multipliers  can  be  con^aied  across  regions  because  they  are  based  on  a 
consistent  set  of  estimating  procedures  nationwide. 

•  RIMS  n  multipliers  can  be  updated  to  reflect  the  nx>st  recent  local  area  wage  and 
salary  and  personal  income  data. 

However,  the  use  of  the  location  quotient  has  been  criticized.*    The  LQ  with  the  value  of  1 
implies  that  a  region  is  completely  self  sufficient.  This  based  on  two  factors: 

•  The  consumption  pattern  of  a  region  may  vary  firom  the  national  average. 

•  The  industrial  demand  for  goods  and  services  will  depend  on  the  structure  of  the 
region  and  surrounding  regions. 

•  Interregional  crosshauling  needs  to  be  addressed  more  robustly. 


REGIONAL  SCIENCE  RESEARCH  INSTITUTE  MODEL 

The  Regional  Science  Research  Institute  (RSRI)  model  uses  regional  purchase  coefficients 
(RPC)  to  adjust  the  national  input-output  Uble  to  the  region  desired.  An  RPC  for  a  good  or 
service  in  a  state  is  defined  as  the  proportion  of  demand  for  that  good  or  service  that  is  fulfilled 
by  that  state  rather  than  being  imported  from  other  states.  A  set  of  502  RPCs,  corresponding  to 
501  sectors  of  the  technology  matrix  plus  labor,  is  provided  for  each  of  the  48  states  included 
in  the  input-output  analysis. 

Elements  of  the  technology  matrix  express  the  dollars  worth  of  each  input  per  dollars 
worth  of  output,  the  technology  coefficients  are  based  on  national  input-ouq)ut  coefficients 
provided  by  the  Bureau  of  Labor  Statistics  (BLS)  or  the  Bureau  of  Economic  Analysis  (BEA) 
of  the  U.S.  Department  of  Commerce.  The  technical  coefficients  aid  in  determining  the  change 
in  demand  for  inputs  by  an  industry  associated  with  a  change  in  employment  or  output  in  that 
indusffy. 

The  RPC  addresses  the  issue  of  leakage  of  purchase  of  goods  and  service  to  other  regions 
that  result  in  payments  for  goods  and  services  imported  from  other  regions.  These  leakages  can 
reduce  the  indirect  effects  on  the  economy  of  the  region  where  the  direct  impacts  are  occurring. 
This  leakage  reduces  the  multiplier  effects  of  the  direct  changes.  RPC's  identify  the  extent  to 
which  a  region  supplies  its  own  inputs. 


See  Isard  et  al.  and  Stevens  et  al.  for  a  more  extensive  and  empirical  look  at  the  location 
quotient  problems. 
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The  RSRI  PC  I-O  regional  impact  model  supplies  detailed  sectors  (515)  plus  tables  of 
employment,  wages,  output,  and  value  added  aggregated  to  1  and  2-digit  SIC  levels.  It  provides 
a  full  set  of  multipliers  for  each  report  State,  local,  and  federal  tax  effects  as  well  as 
occupational-skill  breakdowns  are  made  based  on  BLS  projected  I-O  tables. 

The  RPC  method  used  by  PC  I-O  should  be  more  accurate  than  models  using  the  location 
quotient  methods,  in  part  because  this  approach  allows  for  crosshauling  and  the  latter  does  not. 
Since  crosshauling  of  the  same  good  among  regions  is  common,  the  PC  I-O  method  provides 
better  estimates  of  regional  imports  and  exports. 

The  advantages  of  the  RSRI  PC  I-O  are  found  in  its  special  features: 

•  Updating  of  wage/employee  ratios  to  a  user-selected  "constant  dollar"  year. 

•  Adjustment  of  the  I-O  technology  matrix,  household  consumption,  and  labor 
productivity  to  any  year,  1982-2000,  based  on  BLS  projected  U.S.  I-O  tables. 

•  Availability  of  optional  translators  used  to  convert  complex  activities  such  as 
tourism,  cargo  shipments,  or  airport  activities,  into  specific  sets  of  purchases  from 
detailed  economic  sectors  defined  in  the  model. 

•  Lotus  123  facility  is  used  to  change  regional  data  and  alter,  or  add  new  sectors  to, 
the  I-O  matrix. 

•  Region-specific  household  consumption  coefficients  based  on  1988  BLS  Consumer 
Expenditures  Survey  data;  special  handling  of  commutation  and  other  income 
leakages  out  of  a  region. 


BLS  EMPLOYMENT  REQUIREMENTS  STUDIES 

Every  five  years,  the  Bureau  of  Economic  Analysis  (BEA)  of  the  Department  of 
Commerce  prepares  the  official  input-output  tables  for  the  United  States.  These  tables  "  provide 
a  snapshot  of  all  the  transactions  within  the  economy  at  a  given  point  in  time  -  sales  of  products 
or  industry  (intermediate  demand),  as  well  as  sales  to  final  users  (final  demand  or  GNP).'* 

The  1982  input-output  study  was  released  by  the  BEA  in  1991.  The  model  consists  of 
employing  a  "use"  table  which  is  referred  in  other  models  as  a  transaction  table.  Each  row  of  the 
use  table  show  actual  dollar  amount  of  conunodities  purchased  by  various  industries  and  final 
users  in  the  year  that  the  table  is  estimated.  Each  column  of  the  use  tables  depicts  the  purchases 
of  a  specific  industry  of  all  the  factors  of  production  such  as  goods,  services,  and  value  added. 


'  BLS  internal  paper,  "Employment  Requirements  Studies." 
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The  "make"  table  summarizes  the  production  of  commodities  by  industry.  It  shows  the 
dollar  values  of  production.  Each  row  represents  an  industry;  the  value  of  production  is  shown 
for  each  commodity  from  that  specific  industry.  The  columns  each  represent  a  commodity  and 
show  which  industries  produce  a  specific  good. 

Micro  IMPLAN 

Micro  IMPLAN  determines  Type  I  and  Type  n  multipliers  for  the  impacts  of  industry 
output,  personal  income,  total  income,  value  added,  and  employment  IMPLAN  regionalizes  the 
I-O  transactions  using  a  supply-demand  pool  approach.  IMPLAN  has  an  additional  step  that 
estimates  induced  effects. 

The  advantage  of  this  model  is  that  the  user  is  able  to  access  and  supply  sector  definitions 
and  regional  data.  Technical  support  is  available  to  users. 

REGIONAL  ECONOMICS  MODELS,  INC.  (REMI) 

The  standard  REMI  model  is  called  the  REMI  EDFS-53  model  which  stands  for 
Economic  and  Demographic  Forecasting  and  Simulation  Model.  The  number  of  industrial  sectors 
can  be  as  great  as  S3  or  include  only  14  major  industries.  The  REMI  models  are  available  as 
single  or  linked  multi-area  models. 

By  linking  a  466  sector  1-0  model  to  the  EDFS,  occupational  forecasts  can  be  generated. 
In  the  model,  labor  supply  and  demand  influence  wage  rates;  these  affect  the  shares  of  the  local 
and  export  markets  served  by  local  firms  as  well  as  income  and  migration.  These  factors  all 
contribute  to  the  determination  of  output  and  employment  in  a  single  set  of  simultaneously  solved 
equations. 

The  set-up  of  the  model  allows  the  user  to  alter  the  model's  forecasts  by  changing  the 
specifications  regarding  policy  variables  and  level  of  detail. 
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APPENDIX  in 

PERSONS  CONTACTED  AND  OTHER  REFERENCES 

Many  individuals  knowledgeable  in  the  relationship  between  infrastructure  investment  and 
job  generation  willingly  shared  information  for  the  development  of  this  summary.  We  found  the 
following  individuals  most  informative  with  respect  to  the  modelling  the  investment  and  job 
generation: 

Ben  Stevens  of  Regional  Science  Research  Institute,  RE:  PC  I-O 

George  Treyz,  President  of  Regional  Economic  Models,  Inc.,  RE:  REMI 

Tom  Wartle,  University  of  Nebraska,  Department  of  Forestry,  Fisheries  and 
Wildlife,  Nebraska  Forest  Service 

Dennis  Robinson,  Water  Resources  Support  Center,  U.S.  Army  Corps  of  Engineers 

Charles  Bowman,  Chief,  Division  of  Industry  Employment  Projections,  U.S.  DepL 
of  Labor 

Modelers  and  models  not  included  but  relevant  to  this  topic  are: 

•  William  Schaffer,  Georgia  Institute  of  Technology,  1-0  Model 
Charles  Lamphear,  University  of  Nebraska,  ADOTMATR 

•  Philip  Bourque,  University  of  Washington,  Washington  Input-Output  Model 

•  Richard  Conway,  Jr.,  Washington  Projection  and  Simulation  Model 
Karen  Polenske,  MIT,  MRIO 


Other  valuable  sources  of  information  include  the  staff  of  the  Bureau  of  Economic  Analysis,  in 
particular  Richard  Beemiller  and  Carmen  Piglar. 

The  Regional  Research  Institute  in  Morgantown,  West  Virginia.  Prof.  William  Mierynk,  Prof. 
Andrew  Isserman,  and  Prof.  Steve  Foumey. 

The  IMPLAN  Hotiine  at  University  of  Minnesota:  Wilber  Maki  and  Doug  Olson 

Regional  Economics  AppUcations  Laboratory,  University  of  Illinois  at  Urbana-Chanpaign:  Prof. 
Geoffrey  Hewings. 
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Engineeiing  md  Utility  Contncton  Astoditioa 
Engineering  Conmciort  Anodition 
Engineering  end  General  Contncton  Anoriitioo 

CONNECTICUT - 

Utility  Contncton  Asiociati<in  of  Connecticut 

DELAWARE - 

Delawue  Utility  md  Transportation  Contracton 
Anodation,  Inc. 

FLORIDA - 

Central  Florida  Utility  Contracton  Auociation 
Soutfaweit  Florida  Utility  Contracton  Auociation 
Mid  Rctida  Utility  Contracton  Associaiian 
Utility  Contracton  Auociation  of  Ncnh  Florida 
Underground  Contracton  Astociaiicn  of  South  Florida 
Sunooast  Utility  Contracton  Association 

GEORGIA  - 

Georgia  Utility  Contracton  Association 

ILLINOIS - 

Underground  Contracton  Associaiian 

INDIANA- 

Indiana  Constructon,  Inc. 

lOWA- 

lowa  Utility  Contracton  Association 

MARYLAND - 

Associated  Utility  Coruracton  of  Maryland 

Public  Works  Contracton  Association  of  Maryland,  Inc. 

MASSACHUSETTS  ~ 

Utility  Contracton  Association  of  New  England 

MICHIOAN- 

Asaociated  Underground  Contracton,  inc. 

MINNESOTA - 

MimesaCa  Utility  Contracton  Association 


NEW  JERSEY - 

Utility  A  Transportation  Contractcn  Association  of  New 
Jersey 

NEW  MEXICO  - 

Rio  Grande  Underground  Coiuracton  Association 

NEW  YORK - 

Capitol  Contracton  aiKl  Eiicavaton  Association 
Niagan  Frontier  Utility  Coiuracton  Association 

NORTH  CAROLINA  - 

North  Carolina  Utility  Contracton 


omo- 

Ohio  Contracton  Association 

PENNSYLVANU  - 

Pemsylvania  Utility  Contracton  Association 

RHODE  ISLAND  - 

Utili^  Contracton  Anodation  of  Rhode  Island 

TENNESSEE- 

Tetmessee  UtiUxy  Contracton  Aasodaliaa 

TEXAS- 

Texas  Utility  Contracton  Association 

UTAH- 

Intennonntain  Utility  Contncton  Associaiian 

VIRGINIA - 

Heavy  Construction  CoiMraclon  Association 
Richmond  Area  Municipal  Contracton  Association 
Central  *  Southwest  Virginia  UtiMly 

Assodaiion 
HanqNon  Roads  Utility  A  Heavy  Contracton 

WASHINGTON  - 

Utility  Contracton  Associaiian  of  Washington 

WESTVntGINU- 

West  Virginia  UtHily  Cantracton  Associaiian 

WISCONSIN - 

Wisconsin  Underground  Couracton'  Asancisiion.  Inc. 


MONTANA  - 

Montana  Utility  Contracton  Association 
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Environmental  Consultants 
February  23,  1993 

Congressman  Gerry  E.  Studds 

Chairman,  Committee  on  Merchant  Marine  and  Fisheries 

U.S.  House  of  Representatives 

Room  1334,  Longworth  House  Office  Building 

Washington  D.C.  20515-6230 

Dear  Mr.  Chairman: 

On  behalf  of  our  colleagues  at  Sanders  International,  we  appreciate 
your  invitation  to  submit  a  statement  for  the  record  of  a  hearing 
on  the  question  of  establishing  a  national  program  to  promote 
exports  of  U.S.  environmental  technologies,  goods  and  services. 

Sanders  International,  Inc.  is  a  small  consulting  and  venture 
promotion  firm  that  specializes  in  environmental  business.  In 
addition  to  our  work  with  private  clients,  we  are  currently  the 
contractor  for  the  Environmental  Component  of  the  Capital 
Development  Initiative  (CDI) .  The  CDI  is  an  AID-financed  program 
to  promote  U.S.  investment  in  environmental  infrastructure  in 
Central  and  Eastern  Europe.  The  following  comments  are  heavily 
influenced  by  our  work  directly  with  U.S.  companies  and  our 
experience  under  the  CDI  contract. 

As  a  general  proposition,  U.S.  suppliers  of  environmental  services, 
goods  and  technologies  face  many  impediments  in  entering  foreign 
markets,  especially  in  poorer  and  transitioning  economies.  Current 
U.S.  Government  promotion  programs  are  only  partially  effective  in 
addressing  these  impediments.  A  major  rethinking  and  reorientation 
will  be  required  if  the  Government  is  to  play  a  maximally  effective 
role  in  helping  the  U.S.  environmental  industry  expand  abroad.  In 
addition  to  the  specific  proposals  contained  in  your  concept  paper, 
we  would  suggest  at  least  five  other  initiatives  for  consideration 
in  the  proposed  national  strategy  for  the  promotion  of  envirotech 
exports: 

(1)  Linking  policy  and  promotion  programs.  Current  promotion 
programs  for  environmental  goods,  services  and  technologies 
™'  are  not  closely  linked  with  technical  assistance  programs  to 
help  countries  develop  their  environmental  policies.  In  many 
instances,  the  potential  market  for  a  particular  technology 
depends  on  changes  in  local  laws  or  regulatory  regimes.  For 
example,  low  cost,  appropriate  technologies  where  the  United 
States  is  a  market  leader,  such  as  naturally  enhanced 
wastewater  treatment,  burning  hazardous  waste  in  cement  kilns, 
or  disposing  of  saline  mine  wastewater  or  drilling  wastes 
through  deep  reinjection,  often  cannot  be  exploited  because  of 
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local  laws,  regulations  or  enforcement  practices.  Conversely, 
regulators  in  those  countries  face  difficulties  in  setting 
appropriate  environmental  standards  when  they  are  not  aware  of 
the  full  spectrum  of  technologies  available  or  if  the 
companies  with  the  technologies  are  unwilling  or  unable  to 
enter  the  local  markets  because  of  regulatory  uncertainties. 

It  will  be  important  to  find  ways  to  enable  the  promotion 
agencies  (e.g..  Commerce  or  OPIC)  to  coordinate  more  closely 
with  the  agencies  providing  technical  assistance  (e.g.,  AID  or 
EPA)  in  order  to  (a)  open  market  opportunities  for  U.S. 
technologies  or  approaches  which  depend  on  new  policies  or 
regulations  to  be  feasible  and  (b)  enable  regulators  in  those 
countries  to  operate  with  reasonable  assurance  that  the  full 
range  of  technological  alternatives  will  be  available  to  them. 

(2)  The  need  for  an  interagency  "institutional  invention".  The 
above  mentioned  need  to  link  policy  and  promotion  recognizes 
that  a  multitude  of  agencies  have  important  roles  to  play  in 
promoting  U.S.  environmental  business  in  world  markets. 
Wherever  the  lead  responsibility  for  promoting  the  envirotech 
industry  is  placed,  the  involvement  of  many  other  agencies 
with  necessary  expertise  and  specific  mandates  will  be 
required.  And,  if  past  experience  is  any  guide,  each  will  have 
its  own  agenda.  There  is  an  urgent  need  for  a  kind  of 
"institutional  invention"  which  will  facilitate  genuine 
interagency  cooperation.  Interagency  cooperation  is  perhaps 
an  oxymoron;  but,  failure  to  effect  real  coordination  and 
cooperation  among  all  involved  organizations  will  result  not 
only  in  duplication  and  confusion  of  effort,  but  also  in  the 
loss  of  potentially  huge  synergies.  For  example,  the 
Department  of  Energy  is  spending  tremendous  amounts  on 
developing  clean  coal  technologies.  However,  other  agencies 
charged  with  business  development  or  environmental 
responsibilities  are  not  systematically  assisting  in 
developing  markets  for  U.S.  clean  coal  businesses,  even  though 
there  is  no  near  term  alternative  to  heavy  reliance  on  coal 
in  many  developing  economies. 

Creating  a  new  Under  Secretary  in  Commerce  for  Environmental 
Technology  and  Competitiveness  could  provide  a  useful  focus 
(although  there  will  be  justifiable  reluctance  to  give  this 
level  of  emphasis  to  just  one  industry  sector) .  However, 
simply  creating  the  Office  will  accomplish  little  unless 
procedures  can  be  developed  which  would  provide  genuine 
incentives  to  all  the  relevant  agencies  to  take  a  broader 
perspective  and  look  for  synergies  beyond  their  parochial 
interests.  It  is  important  to  develop  realistic  measures 
(such  as  perhaps  earmarking  substantial  funds  which  could  only 
be  used  for  cooperative  interagency  initiatives)  which  would 
provide  meaningful  motivation  for  collaboration. 
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(3)  The  need  for  technology  authentication.  Especially  in  the 
developing  countries  and  the  emerging  economies  of  Central  and 
Eastern  Europe,  there  is  understandable  resistance  to  paying 
for  technologies  which  have  not  yet  been  successfully  applied 
in  the  local  market.  This  is  especially  a  problem  for  many  of 
the  low-cost,  innovative  technologies  which  typically  have  not 
even  been  widely  accepted  in  the  United  States  and  are, 
therefore,  especially  suspect  in  the  eyes  of  foreign  buyers. 

One  approach  which  should  be  explored  more  fully  would  be  to 
establish  a  government  sponsored  environmental  "Good 
Housekeeping  Seal  of  Approval"  which  would  document  or 
authenticate  the  performance  of  envirotech  products  or 
technologies  in  the  United  States.  Such  an  approach  would 
have  to  be  strictly  voluntary,  use  carefully-defined  criteria, 
provide  for  due  process,  and  would  require  careful  planning  to 
minimize  the  administrative  costs  for  both  the  government  and 
participating  firms.  Nonetheless,  it  would  provide  a  real 
competitive  edge  to  U.S.  firms,  and  also  benefit  foreign 
buyers  by  reducing  uncertainty  and  transactions  costs  in 
trying  to  verify  the  performance  of  U.S.  suppliers. 

(4)  Programs  to  match  needs  to  resources.  Throughout  most  of  the 
developing  countries  and  Central  and  Eastern  Europe,  projected 
needs  for  environmental  protection  far  exceed  potentially 
available  resources.  We  have  made  rough  calculations  which 
suggest  that  funds  from  all  sources  (domestic  and  external, 
public  and  private)  are  likely  to  be  less  than  10-20  percent 
of  the  amounts  required  if  the  countries  were  to  try  to  reach 
developed  country  standards  over  the  next  10-15  years  using 
current  technologies  and  regulatory  practices.  This  implies 
a  tremendous  shortfall  in  environmental  achievement  unless  a 
fundamentally  different  strategy  is  followed  than  that  being 
advocated  by  most  government  planners,  aid  donors,  and 
environmental  groups. 

In  our  experience,  the  lack  of  financial  resources  in  many 
countires  requires  that  great  care  be  taken  to  use  cost- 
effective  technologies  and  not  to  set  standards  higher  than 
can  realistically  be  achieved.  These  standards  can  then  be 
raised  over  time  as  rapidly  as  possible  given  available 
resources  (whereas  prematurely  stringent  requirements  risk 
diverting  scarce  resources  into  areas  of  diminishing  returns 
and  lowering  overall  environmental  quality) .  In  addition, 
outside  advisors  and  policy  makers  in  these  countries  should 
emphasize  flexible  and  market  based  regulatory  approaches 
which  significantly  reduce  compliance  costs.  Systematic 
programs  to  develop  and  promote  these  appropriate  technologies 
and  approaches  play  to  U.S.  competitive  strengths  (especially 
those  of  innovative  small  companies)  and  will  better  position 
the  American  environmental  industry  to  capture  future  business 
in  the  developing  markets. 
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(5)  The  need  to  fill  some  of  the  funding  gaps.  In  the  current 
environment  of  budgetary  restraint  it  will  be  difficult  to 
find  new  funds  for  envirotech  promotion.  Nonetheless,  there 
are  significant  gaps  in  the  programs  currently  available  to 
finance  environmental  investments.  The  gaps  are  especially 
acute  in  most  of  the  developing  countries  and  in  Central  and 
Eastern  Europe.  The  most  important  gaps  are  for  equity 
capital  for  small  U.S.  companies  and  for  project  developers  in 
the  poorer  nations,  where  the  capital  base  is  small  to  start 
with  and  where  there  is  a  great  reluctance  to  make 
environmental  investments  which  do  not  generate  direct  income. 
It  is  also  frequently  difficult  to  find  funds  for  feasibility 
studies  and  project  development  activities.  In  addition, 
there  is  a  serious  gap  between  the  funds  available  from 
venture  capital  sources  and  specialized  environmental  and 
regional  funds  (usually  only  able  to  lend  in  amounts  under  $1 
million)  and  the  larger  commercial  and  development  lending 
institutions  (which  typically  will  not  consider  projects  of 
under  $10  million) . 

A  concerted  strategy  to  promote  the  U.S.  envirotech  industry 
should  entail  shifting  some  funds  from  the  programs  of  the 
larger  donor  entities  to  special  purpose  windows  to  increase 
the  amounts  of  (a)  equity  capital  available  for  environmental 
investments,  (b)  funds  for  project  development,  and  (c)  funds 
for  mid-size  projects  (i.e.,  in  the  $  1-10  million  range). 

With  respect  to  the  specific  proposals  in  the  concept  paper,  there 
would  be  great  merit  in  a  comprehensive  statement  of  national 
policy  to  promote  the  U.S.  envirotech  industry,  especially  if  it 
addressed  some  of  the  broader  issues  of  the  type  raised  above. 

It  would  certainly  be  desirable  to  create  a  focal  point  (although 
perhaps  not  necessarily  at  the  Under  Secretary  level)  to  coordinate 
all  relevant  Commerce  Department  programs  and  to  develop  the 
national  stratecpy  paper. 

The  need  for  separate  Environmental  Business  Centers  is  less  clear 
since  the  requirement  could  presumably  be  met  through  existing 
Foreign  Commercial  Service  offices  if  they  were  given  better 
backstopping.  The  requirement  for  a  separate  International 
Environmental  Business  and  Technology  Institute  is  also  not  clear 
since  one  of  the  current  problems  facing  U.S.  environmental 
companies  is  the  plethora  of  existing  programs  which  are  partially 
overlapping  and  duplicative.  There  is  a  serious  risk  that  a  new 
non-profit  institute  would  just  magnify  this  problem  rather  than 
provide  valuable  new  information  or  services.  Perhaps  a  better 
approach  would  be  to  use  the  $5  million  per  year  as  a  pot  of  money 
to  encourage  interagency  collaboration  on  existing  programs. 

The  idea  of  a  Volunteer  Environmental  Services  Corps  has  real 
appeal,  although  it  might  better  be  incorporated  in  existing  Peace 
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Corps  programs.  If  the  current  Peace  Corps  structure  is  not 
sufficiently  flexible  to  accommodate  the  environmental  mission^  the 
concept  appears  well  worth  additional  study. 

Additional  tax  incentives  or  low-cost  loans  would  have  to  be  very 
carefully  targeted  on  real  needs  if  they  are  not  just  going  to 
subsidize  activities  that  would  be  undertaken  anyway.  Perhaps  one 
useful  focus  would  be  to  encourage  international  commercialization 
of  low-cost,  innovative  pollution  prevention  and  abatement 
technologies  that  have  not  been  widely  adopted  in  the  U.S.  because 
of  our  higher  standards  and  cost  structure,  but  would  help  poorer 
countries  meet  their  most  urgent  environmental  needs  within  their 
limited  financial  availabilities.  A  modest  U.S.  program  of  grants, 
loans,  and  perhaps  tax  incentives  could  support  technology 
authentication,  feasibility  studies,  project  development 
activities,  and  provide  improved  access  to  small  scale  equity 
capital  and  mid-size  project  finance. 

Finally,  efforts  to  require  Mexico  to  purchase  specified  dollar 
amounts  of  U.S.  goods  and  services  would  raise  a  host  of  problems 
that  would  appear  to  outweigh  the  potential  benefits. 

Thank  you  very  much  for  the  opportunity  to  comment  on  the  concept 
paper.  The  issue  of  enhancing  the  competitive  position  of  the  U.S. 
environmental  services  and  technology  industry  is  vitally  important 
not  only  for  the  U.S.  economy  but  also  for  improving  environmental 
conditions  around  the  world.  The  Committee  is  to  be  commended  for 
its  leadership  efforts  in  this  area.  We  would  be  pleased  to  offer 
any  additional  comments  or  assistance  that  would  be  of  help  to  you. 


Sincerely, 


/j'i  /k^   //. 
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,1.  C  f'-'^i. 


Edward  G.  Sanders 
Principal 


Martha  A.  Beauchamp 
Principal 
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